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PROPOSED AUDIT AND ACCOUNTING GUIDE 
AUDITS OF EMPLOYEE BENEFIT PLANS 
(Third Edition, Revised) 
AUGUST 31, 1990 
Prepared by the Employee Benefit Plans Committee 
American Institute of Certified Public Accountants 
American Institute of Certified Public Accountants 
1455 Pennsylvania Avenue, N.W. 
Washington, DC 20004-1007 
(202) 737-6600 
Telecopier (202) 638-4512 
Accompanying this letter is an exposure draft of a proposed AICPA Audit and 
Accounting Guide Audits of Employee Benefit Plans. A summary of the proposed 
guide also accompanies this letter. 
The guide discusses those aspects of accounting and auditing unique to 
employee benefit plans and was developed to assist accounting practitioners 
and auditors in the preparation and audit of financial statements of employee 
benefit plans. The exposure draft incorporates new accounting and financial 
reporting requirements issued by the Financial Accounting Standards Board 
(FASB); no other accounting changes are proposed in the exposure draft. Also 
incorporated in the draft are new auditing standards issued by the AICPA, and 
new regulations issued by the U.S. Department of Labor since the publication 
in 1983 of the AICPA Audit and Accounting Guide Audits of Employee Benefit 
Plans. 
Comments or suggestions on any aspect of this exposure draft will be 
appreciated. The Committee's consideration of responses will be helped if 
the comments refer to specific paragraph numbers and include reasons for any 
suggestions or comments. Commenters are requested to give particular 
attention to the accounting and financial reporting for contracts with 
insurance companies and similar contracts (see paragraphs 2.12, 3.15, and 
4.10). In May 1990 the FASB added this issue to its agenda for further 
consideration. Therefore, this guide proposes no change in the accounting 
and reporting requirements for such contracts from the 1983 guide. Comments 
received on this issue will be forwarded to the FASB for its consideration. 
Commenters are requested to give particular attention to the presentation of 
plan assets when self-directed investment programs for individual 
participants exist. Commenters are requested to respond on whether these 
amounts should continue to be included in assets on the statement of net 
assets available for benefits or, if the assets are properly owned by the 
individual participants, the reporting of such amounts as plan assets is 
inappropriate. 
Commenters are also requested to give particular attention to the accounting 
and financial reporting by health and welfare plans. Chapter 4 and appendix 
F of this guide have not been deliberated by the Accounting Standards 
Executive Committee (AcSEC). The Employee Benefit Plans Committee is 
preparing a separate statement of position on the accounting and financial 
reporting requirements for health and welfare plans that would amend chapter 
4 and appendix G of the 1983 guide. For this purpose, commenters are 
requested to comment on health and welfare plan-related accounting, 
disclosure, and reporting matters including, but not limited to, 
inconsistencies between health and welfare benefit plans and defined benefit 
pension plans in accounting and reporting for similar liabilities. 
Commenters are requested to respond on whether plan benefits should continue 
to be reported as liabilities in health and welfare benefit plan financial 
statements as now required by chapter 4 of the 1983 guide, or as obligations 
AICPA _ 
August 31 , 1990 
or footnote disclosures as required for defined benefit plans by FASB 
Statement No. 35, Accounting and Reporting by Defined Benefit Plans. 
Commenters should also address other areas where diversity in practice may 
exist. 
Responses should be addressed to Susan W. Hicks, AICPA, Federal Government 
Division, 1455 Pennsylvania Avenue, N.W., Washington, DC 20004-1007, File 
No. Q-l-501, in time to be received by October 31, 1990. 
Written comments on the exposure draft will become part of the public record 
of the AICPA and will be available for public inspection at the AICPA's 
office for one year. 
Sincerely, 
Andrew J. Capelli Gerard L. Yarnall 
Chairman Director 
Employee Benefit Plans Committee Audit and Accounting Guides 
SUMMARY 
A significant period of time has elapsed since the publication in 1983 of the 
AICPA Audit and Accounting Guide Audits of Employee Benefit Plans. Many 
changes have taken place in the generally accepted auditing standards and the 
application of these standards to the requirements of employee benefit plans, 
the types of plans offered, and the regulatory and financial reporting 
requirements. These changes have created the need for revised guidance. 
The objectives of this proposed guide are to provide (1) a general background 
of the plan environment and (2) practical guidance to the practitioner on the 
accounting, auditing, and financial reporting for employee benefit plans. 
In addition, the guide identifies relevant Employee Retirement Income 
Security Act of 1974 (ERISA) requirements, regulations, and professional 
accounting and auditing pronouncements and summarizes key provisions of those 
regulations and pronouncements. 
This proposed guide would supersede the 1983 Audit and Accounting Guide 
Audits of Employee Benefit Plans and the 1988 second edition of the guide, 
which contains AICPA Statement of Position 88-2, Illustrative Auditor's 
Reports on Financial Statements of Employee Benefit Plans Comporting With 
Statement on Auditing Standards No. 58. Reports on Audited Financial 
Statements. 
This exposure draft has been sent to-~ 
o State society and chapter presidents, directors, and committee 
chairmen. 
o Organizations concerned with regulatory, supervisory, or other public 
disclosure of financial activities. 
o Individuals and firms identified as having an interest in employee 
benefit plans accounting and auditing. 
o Persons who have requested copies. 
v 
1989-1990 Employee Benefit Plans Committee 
Andrew J. Capelli, Chairman 
Steven A. Cook 
Richard Covert 
Dale L. Gerboth 
Gary T. Gray 
Mannon Kaplan 
Ben B. Korbly 
AICPA Staff 
Joseph F. Moraglio Susan W. Hicks 
Vice President Technical Manager 
Federal Government Division Federal Government Division 
Ian A. MacKay 
Director 
Federal Government Division 
The Employee Benefit Plans Committee gratefully acknowledges the 
contributions of Melissa A. R. Krause, a former committee member; Daniel F. 
Cronin; the Office of Chief Accountant, Pension and Welfare Benefits 
Administration; and the Office of the Inspector General, U.S. Department of 
Labor. The Committee also gives thanks to AICPA staff member Peter Homans 
for his editorial assistance. 
Harvey J. Nuland 
Gilbert K. Reeves 
Richard Schwartz 
Randi L. Starr 
Richard M. Steinberg 
David M. Walker 
v£ 
Table of Contents 
PREFACE xiii 
Generally Accepted Accounting Principles xiii 
Effective Date xiv 
Chapter 1 - INTRODUCTION AND BACKGROUND 1 
Financial Accounting and Reporting Standards 2 
Governmental Regulations 2 
Operation and Administration 3 
Accounting Records 5 
Chapter 2 - ACCOUNTING AND REPORTING BY DEFINED BENEFIT PENSION PLANS 7 
Regulatory Reporting Requirements 7 
Financial Statements 8 
Net Assets Available for Benefits 9 
Changes in Net Assets Available for Benefits 10 
Accumulated Plan Benefits 11 
Changes in Accumulated Plan Benefits 12 
Additional Financial Statement Disclosures 12 
Terminating Plans 14 
Chapter 3 - ACCOUNTING AND REPORTING BY DEFINED CONTRIBUTION PLANS 16 
Regulatory Reporting Requirements 18 
Financial Statements 18 
Net Assets Available for Benefits 19 
Investments 19 
Contributions Receivable 20 
Operating Assets 21 
vii 
Changes in Net Assets Available for Benefits 21 
Additional Financial Statement Disclosures 22 
Terminating Plans 23 
Chapter 4 - ACCOUNTING AND REPORTING BY EMPLOYEE HEALTH AND WELFARE 
BENEFIT PLANS 25 
Background and Scope 25 
Financial Statements 26 
Statement of Net Assets 27 
Investments 27 
Contributions Receivable 27 
Operating Assets 28 
Insurance Premiums Payable 28 
Deposits with Insurance Companies 28 
Accrued Experience Rating Adjustments 28 
Claims 29 
Accumulated Eligibility Credits 29 
Statement of Changes in Net Assets 30 
Additional Financial Statement Disclosures 30 
Chapter 5 - PLANNING 33 
Audit Scope 33 
Planning the Audit 34 
Initial Audits of the Plan 35 
Communication and Coordination 36 
Information Gathering 36 
Audit Risk 38 
Internal Control Structure 39 
Data Processing Provided by Independent Organizations 39 
viii 
Analytical Procedures 
Party in Interest Transactions 
Errors, Irregularities, and Illegal Acts 
Accounting Estimates 
Going Concern Considerations 
Chapter 6 - INTERNAL CONTROL STRUCTURE 
Considering the Internal Control Structure 
Documentation 
Reportable Conditions 
Chapter 7 - AUDITING INVESTMENTS 
Background 
Trusteed Assets 
Auditing Objectives 
General Auditing Procedures 
Discretionary Trusts 
Investments in Common or Commingled Trust Funds 
Master Trusts and Similar Vehicles 
Insurance Contracts 
Deposit Administration Contracts 
Immediate Participation Guarantee Contracts 
Investment Arrangements With Insurance Companies 
Auditing Objectives 
Auditing Procedures 
Other Investments 
Limited-Scope Auditing Procedures 
ix 
39 
40 
41 
41 
42 
43 
44 
45 
46 
47 
47 
48 
49 
49 
51 
53 
54 
55 
57 
57 
57 
58 
59 
62 
63 
Chapter 8 - AUDITING CONTRIBUTIONS RECEIVED AND RELATED RECEIVABLES 
Auditing Objectives 
Auditing Procedures 
Defined Benefit Plans 
Defined Contribution Plans 
Chapter 9 - AUDITING BENEFIT PAYMENTS 
Auditing Objectives 
Auditing Procedures 
Chapter 10 - AUDITING PARTICIPANT DATA AND PLAN OBLIGATIONS 
Participant Data 
Defined Benefit Plans 
Defined Contribution Plans 
Health and Welfare Benefit Plans 
Plan Obligations 
Defined Benefit Plans 
Using the Work of an Actuary 
Defined Contribution Plans 
Health and Welfare Benefit Plans 
Exhibit 10a - Illustrative Letter to Plan Actuary 
Exhibit 10b - Illustrative Letter to Plan Actuary 
Chapter 11 - PARTY IN INTEREST TRANSACTIONS 
Prohibited Transactions 
Implications for Audit 
Effect on the Auditor's Report 
Communication with Responsible Parties 
x 
64 
64 
64 
65 
66 
67 
67 
67 
70 
70 
72 
73 
73 
74 
74 
74 
77 
78 
81 
84 
85 
88 
89 
89 
90 
Chapter 12 - OTHER AUDITING CONSIDERATIONS 
Plan Tax Status 
Commitments and Contingencies 
Cash Balances 
Administrative Expenses 
Subsequent Events 
Plan Representations 
Chapter 13 - THE AUDITOR'S REPORT 
The Auditor's Standard Report 
Defined Benefit Plans 
Defined Contribution Plans 
Health and Welfare Benefit Plans 
Supplemental Schedules Relating to ERISA and DOL Regulations 
Non-GAAP-Basis Financial Statements 
Accumulated Plan Benefits - - GAAP Departures and Changes in 
Accounting Estimates 
Limited-Scope Examinations Under DOL Regulations 
Limited-Scope Examination in Prior Year 
Limited-Scope Examination in Current Year 
Limited-Scope Examination for Multiemployer Pension Plan 
Reporting on the Financial Statements of a Trust Established 
Under a Plan 
Nonreadily Marketable Investments 
Reference to the Work of Other Auditors 
Multicolumnar Presentations of Investment Funds in SEC Filings 
Terminating Plans 
xi 
91 
91 
92 
94 
94 
94 
95 
97 
97 
98 
101 
102 
103 
104 
106 
106 
108 
110 
111 
112 
113 
115 
115 
117 
APPENDIX A - ERISA and Related Regulations 118 
APPENDIX B - Examples of Internal Control Structure Policies 
and Procedures 142 
APPENDIX C - Excerpt From FASB Statement No. 35, 
Accounting and Reporting by Defined Benefit Pension Plans 158 
APPENDIX D - Illustration of Financial Statements: Defined Benefit Plan 173 
APPENDIX E - Illustration of Financial Statements: Defined Contribution 
Plan 193 
APPENDIX F - Illustrations of Financial Statements: Employee Health 
and Welfare Benefit Plan and Vacation Benefit Plan 198 
GLOSSARY 208 
xii 
PREFACE 
This guide has been prepared to assist the practitioner in preparing, 
auditing, and reporting on financial statements of employee benefit plans, 
including defined benefit pension plans, defined contribution plans, and 
employee health and welfare benefit plans. This guide applies to audits of 
financial statements of employee benefit plans that are subject to the 
financial reporting requirements of the Employee Retirement Income Security 
Act of 1974 (ERISA), as well as those that are not. 
This guide will supersede the 1983 and the 1988 (second edition) AICPA Audit 
and Accounting Guide Audits of Employee Benefit Plans. 
Generally accepted auditing standards and accounting principles are 
applicable in general to employee benefit plans. The broad application of 
those standards and principles is not discussed here. Rather, the guide 
focuses on the special problems in auditing and reporting on financial 
statements that are unique to employee benefit plans. 
The guide contains certain suggested auditing procedures, but detailed 
internal accounting control questionnaires and audit programs are not 
included. The nature, timing, and extent of auditing procedures are a matter 
of professional judgment and will vary depending on the size, organizational 
structure, existing system of internal accounting control, and other factors 
in a specific engagement. 
The guide also includes information regarding statutory rules and regulations 
applicable to employee benefit plans and illustrations of plan financial 
statements and auditors' reports. 
The guidance in this audit guide is in certain respects more detailed than 
that generally included in other AICPA audit guides. To facilitate 
reference, paragraphs have been numbered and a topical index has been 
provided. 
GENERALLY ACCEPTED ACCOUNTING PRINCIPLES 
The AICPA Industry Audit Guide Audits of Employee Health and Welfare Benefit 
Funds described generally accepted accounting principles for health and 
welfare benefit funds. In March 1980 the Financial Accounting Standards 
Board issued Statement No. 35, Accounting and Reporting by Defined Benefit 
Pension Plans. FASB Statement No. 35 does not, however, apply to defined 
contribution plans and employee health and welfare benefit plans. 
Chapters 3 and 4 of this guide describe the specialized accounting principles 
and practices for defined contribution plans and employee health and welfare 
benefit plans, respectively. The accounting guidance in those chapters is 
consistent with the accounting and reporting standards in FASB Statement No. 
35 to the extent that this is appropriate. 
xiii 
EFFECTIVE DATE 
The provisions of this guide are effective for audits of financial statements 
for plan years beginning after final issuance of this guide, with that date 
to be determined. 
xiv 
CHAPTER 1 
INTRODUCTION AND BACKGROUND 
1.1 The purpose of this guide is to provide guidance on accounting, 
auditing, and reporting on the financial statements of employee benefit plans 
(plans). This guide applies to defined benefit pension plans, defined 
contribution plans, and health and welfare benefit plans. In the United 
States, there are approximately 900,000 private pension plans and 4.5 million 
health and welfare plans. The private pension plans alone cover 
approximately 76.6 million participants and include assets of more than $1.6 
trillion. 
1.2 This guide applies to audits of financial statements and supplemental 
schedules, as applicable, of plans that are subject to the financial 
reporting requirements of the Employee Retirement Income Security Act of 1974 
(ERISA), as well as to those that are not. The recommendations contained in 
this guide apply to the financial statements of plans sponsored by commercial 
or not-for-profit private sector entities. This guide may be useful to 
auditors reporting on governmental employee benefit plans. The guide 
discusses accounting, auditing, and reporting for ongoing and terminated 
plans. A plan is the reporting entity as defined under ERISA and Financial 
Accounting Standards Board (FASB) Statement No. 35, Accounting and Reporting 
by Defined Benefit Pension Plans. Although this guide does not specifically 
discuss accounting, auditing, and reporting for employee benefit trusts as 
separate entities, it may be useful to auditors reporting on employee benefit 
trusts. 
1.3 The guidance presented is not all-inclusive, but rather is limited 
generally to matters that warrant special emphasis or that experience has 
indicated may be useful. This guide is based on the assumption that the 
readers are generally expert in accounting and auditing and focuses on 
specific problems of auditing, accounting, and reporting with respect to the 
financial statements of employee benefit plans. Accordingly, the guide does 
not discuss the application of all generally accepted accounting principles 
and auditing standards as they pertain to the auditing of such financial 
statements. The nature, timing, and extent of auditing procedures are 
matters of professional judgment and will vary according to the size of the 
plan, the plan operations and administrative structure, the auditor's 
assessment of the level of risk, and other factors. The independent auditor 
is also expected to be familiar with applicable governmental laws and 
regulations. 
1.4 Defined benefit pension plans provide a promise to pay to participants 
specified benefits that are determinable and are based on such factors as 
age, years of service, and compensation. 
1.5 Defined contribution plans provide an individual account for each 
participant and provide benefits that are based on (a) amounts contributed to 
the participant's account by the employer or employee, (b) investment 
experience, and (c) any forfeitures allocated to the account. These plans, 
which are discussed in more detail in chapter 3, include (a) profit-sharing 
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plans, (b) money purchase pension plans, (c) stock bonus and employee stock 
ownership plans (ESOPs), (d) thrift or savings plans including 401(k) 
arrangements, (e) target benefit plans, and (f) Keogh plans (HR-10 plans). 
1.6 Health and welfare benefit plans. which are discussed in more detail in 
chapter 4, include plans that provide (a) medical, dental, visual, 
psychiatric, or long-term health care; severance benefits and "cafeteria 
plans"; life insurance; accidental death or dismemberment benefits; (b) 
unemployment, disability, vacations or holiday benefits; and (c) 
apprenticeships, tuition assistance, day-care, housing subsidies, or legal 
services benefits. 
FINANCIAL ACCOUNTING AND REPORTING STANDARDS 
1.7 FASB Statement No. 35, issued in March 1980, established standards of 
financial accounting and reporting for financial statements of defined 
benefit pension plans, but did not establish standards for defined 
contribution or health and welfare benefit plans. In 1983, the AICPA issued 
an audit and accounting guide, Audits of Employee Benefit Plans, that 
provided guidance on certain accounting, auditing, and reporting matters 
considered unique to employee benefit plans, including defined contribution 
and health and welfare benefit plans. This guide supersedes the 1983 and the 
1988 (second edition) guides, and conforms the recommended financial 
accounting and reporting standards for health and welfare benefit plans with 
those of other employee benefit plans to the extent that this is appropriate 
(chapter 4). 
1.8 Employee benefit plans that are subject to ERISA are required to report 
certain information annually to federal government agencies--that is, U.S. 
Department of Labor (DOL), Internal Revenue Service (IRS), Pension Benefit 
Guaranty Corporation (PBGC)--and to provide summarized information to plan 
participants. For many plans, the information is reported to the IRS on Form 
5500, Annual Return/Report of Employee Benefit Plan, which includes financial 
statements prepared in conformity with generally accepted accounting 
principles and certain financial schedules (for example, plan investments and 
reportable transactions). 
GOVERNMENTAL REGULATIONS 
1.9 Various provisions of the Internal Revenue Code (IRC) affect employee 
benefit plans and trusts established pursuant to employee benefit plans. If 
an employee benefit plan and its underlying trust qualify under section 
401(a) of the IRC, certain tax benefits are available, including (a) current 
tax deductions by plan sponsors for contributions, subject to certain 
limitations; (b) deferment of income to participants until the benefits are 
distributed; (c) exemption of the trust from income taxes, other than tax on 
unrelated business income; and (d) favorable tax treatment of certain benefit 
distributions to participants or their estates. Special rules apply to 
nonqualified plans and trusts depending on whether the plan is funded or 
unfunded. Generally, qualified plans provide benefits to relatively broad 
groups of employees, whereas unqualified plans provide benefits to only a few 
key employees and may not be currently funded. Generally, ERISA preempts 
state laws and regulations (see discussion of ERISA in appendix A). 
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1.10 ERISA provides for substantial federal government oversight of the 
operating and reporting practices of employee benefit plans. In addition to 
establishing extensive reporting requirements for covered plans, ERISA 
establishes minimum standards for participation, vesting, and funding for 
plans sponsored by private entities. It also establishes standards of 
fiduciary conduct and imposes specific restrictions and responsibilities on 
fiduciaries.. 
1.11 Under ERISA, the DOL and the IRS have the authority to issue 
regulations covering reporting and disclosure requirements and certain 
administrative responsibilities. The PBGC guarantees participants in most 
defined benefit pension plans against the loss of certain pension benefits if 
the plan terminates, and it administers terminated plans in certain 
circumstances. 
1.12 Appendix A describes which plans are covered by ERISA and pertinent 
provisions of ERISA and related reporting and disclosure regulations issued 
by the DOL. Additional guidance concerning the effects of the IRC, ERISA, 
and related regulations on the operating and reporting practices of employee 
benefit plans is discussed throughout this guide. 
1.13 Section 104(a)(4) of ERISA describes the power of the DOL to reject 
reports, including the authority to change auditors. Section 107 of ERISA 
requires that working papers supporting audits of employee benefit plans be 
kept for a period of six years (subject to change pending receipt of DOL 
interpretation of Section 107). Section 502(c)(2) of ERISA describes the 
penalties that may be assessed by the DOL. 
OPERATION AND ADMINISTRATION 
1.14 Employee benefit plans vary by basic type (defined benefit pension 
plans, defined contribution plans, and health and welfare benefit plans) and 
by basic operating and administrative characteristics. Employee benefit 
plans may be single employer plans or multiemployer plans.1 The most 
distinguishing characteristic between single employer plans and multiemployer 
plans is administration. Single employer plans are generally established by 
the management of one employer either unilaterally or through collective 
bargaining. In a single employer plan, the employer is the plan sponsor. By 
contrast, multiemployer plans are normally negotiated and established 
pursuant to a collective bargaining agreement between an associated group of 
1
 ERISA defines the term "multiemployer plan" as a plan to which more than 
one employer is required to contribute, that is maintained pursuant to one 
or more collective bargaining agreements between one or more employee 
organizations and more than one employer, and that satisfies other 
requirements that may be prescribed by DOL regulations. As used in this 
guide, the term multiemployer plans includes plans under which more than 
one employer contributes to a single trust for the purpose of providing 
benefits to their current employees, former employees, or both. These 
plans are commonly referred to as multiple employer plans and are 
considered single employer plans under ERISA. 
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employers, such as in the construction trades, and the union representing the 
employees. The plan sponsor of a multiemployer plan, with whom ultimate 
administrative responsibility rests, is a joint employer/union board of 
trustees. 
1.15 Contributions may be required from both employers and participants 
(contributory plans) or from employers only (noncontributory plans). 
Noncontributory plans may contain provisions for payment of contributions or 
premiums by participants to maintain their eligibility during periods of 
unemployment; they may also provide for voluntary contributions by 
participants. 
1.16 Plans may be funded through accumulated contributions and investment 
income (self-funded plans), funded through insurance contracts (insured 
plans), or funded through a combination of both (split-funded plans). 
1.17 Employee benefit plans are normally established and maintained by plan 
sponsors pursuant to plan instruments. The provisions of plan instruments 
normally deal with such matters as eligibility to participate, entitlement to 
benefits, funding, plan amendments, operation and administration of plan 
provisions, identification of the plan's named fiduciary and allocation of 
responsibilities among those who also serve in the capacity as fiduciaries 
for control and management of the plan, and delegation by fiduciaries of 
duties in connection with administration of the plan. A plan subject to 
ERISA is required to be in writing. The IRS has prepared and updates 
standard (master or prototype) plans that are available to plan sponsors and 
may be qualified by simplified procedures. In addition, standardized (or 
pattern) plans that have IRS approval are available from various sources. 
1.18 The named fiduciary is responsible for the operation and administration 
of a plan including the identification of a plan administrator. This 
individual is usually an officer or other employee of the plan sponsor and 
typically reports to the plan sponsor's board of directors or management. 
Sometimes the named fiduciary is a trustee and a union representative. The 
named fiduciary has continuing responsibility for operation of the plan in 
accordance with the terms of the plan instrument, any trust instrument or 
insurance contracts, and government laws and regulations. Generally, the 
named fiduciary makes policy decisions concerning such matters as 
interpretation of the plan provisions, determination of the rights of 
participants under the plan, management of investments, and delegation of 
operational and administrative duties. 
1.19 Although the named fiduciary retains responsibility for oversight of 
the plan, the plan's day-to-day administration (for example, collection of 
contributions, payment of benefits, management of cash and investments, 
maintenance of records, and preparation of reports) generally is allocated to 
one or more of the following: (a) the plan sponsor; (b) a trustee, such as a 
bank trust department; (c) an insurance company; (d) an investment advisor; 
or (e) the person or persons designated as the plan administrator or 
administrative agent. 
1.20 In self-funded plans, the plan assets typically are managed in 
accordance with a trust instrument that sets forth, among other matters, the 
authority and responsibilities of the trustees and any investment advisors 
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and managers. In insured plans, the plan assets typically are managed in 
accordance with an agreement that sets forth the duties and responsibilities 
of the insurance company. 
ACCOUNTING RECORDS 
1.21 As with other entities, the accounting records of employee benefit 
plans should produce information necessary for effective management and 
reliable financial reporting. The complexity of a plan's accounting records 
will vary with such factors as the type of plan, number of employer 
contributors, complexity of the benefit formula, variety of benefit payment 
options, and delegation of administrative duties. 
1.22 The accounting records of employee benefit plans often are maintained 
at several locations. Depending on the type of plan, the allocation of 
fiduciary responsibilities, and the delegation of administrative duties, 
records may be maintained by trustees, insurance companies, consulting 
actuaries, service bureaus, the plan administrator, and plan sponsors. The 
accounting records of plans, in addition to the basic accounting records, 
generally should include--
a. Investment asset records. ERISA requires detailed reporting of 
investment assets including reportable transactions, party in 
interest transactions, and leases and loans in default. 
b. Participants' records. Records should be maintained to determine 
each employee's eligibility to participate in the plan and receive 
benefits. Eligibility for participation and benefits may be based 
on such factors as length of service, earnings, production, and 
contributions, and can be affected by age or breaks in service. 
These records are generally part of or derived from the personnel 
and payroll records maintained by the employer or the plan. These 
records are often made available to the plan's actuary to be used 
in computing various amounts including amounts to be funded. 
c. Contribution records. Separate contribution records should be 
maintained for each plan contributor to record payments and 
accumulated contributions and to determine delinquencies and 
errors. These records should provide sufficient detail to record 
contributions and payments received from a number of employers 
according to pertinent agreements or from individual participants. 
d. Claim records. Claim records for health and welfare plans are 
generally extensive. They are used for such purposes as determining 
when benefit limits, if any, are reached by individual claimants 
and accumulating various historical data regarding types and 
amounts of claims, amounts paid, and timing of claims. 
e. Distribution records. Records should be maintained to support all 
distributions. These records should identify entitlements, 
amounts, payment commencement data, terminations, forfeitures, 
transfers, and information to determine the tax consequences of 
distributions. 
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f. Individual participants' account information. ERISA requires that 
the basic books and records of defined contribution plans be 
supplemented with information that reflects each plan participant's 
share of the total net assets of the plan. Changes in the value of 
net assets are allocated to the participants' accounts in 
accordance with the terms of the plan instrument. 
g. Administrative expenses. These expenses should be supported by 
invoices, contracts, agreements, or other written evidence. 
h. General accounting records. Plans are required to maintain records 
of their receipts and disbursements; however, in many cases they 
are prepared by the trustee. General ledgers are also generally 
maintained by the trustee. 
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CHAPTER 2 
ACCOUNTING AND REPORTING BY DEFINED BENEFIT 
PENSION PLANS2 
2.1 FASB Statement No. 35, Accounting and Reporting by Defined Benefit 
Pension Plans, establishes generally accepted accounting principles for 
defined benefit pension plans and prescribes the general form and content of 
financial statements of those plans. 
2.2 This chapter is intended to familiarize the auditor with some of the 
principal provisions of FASB Statement No. 35, to provide further discussion 
of certain principles set forth in the statement, and in the section dealing 
with terminating plans, to address an important matter not addressed in the 
statement. This chapter is not intended to modify or to serve as a 
substitute for the statement, which should be referred to for the specific 
accounting requirements for defined benefit pension plans. Appendix C of 
this guide reproduces the accounting standards of FASB Statement No. 35, and 
appendix D contains the illustrative financial statements from the statement. 
2.3 Generally accepted accounting principles other than those discussed in 
this chapter may also apply to defined benefit pension plans. 
REGULATORY REPORTING REQUIREMENTS 
2.4 In addition to the reporting requirements of FASB Statement No. 35, 
defined benefit pension plans have reporting requirements under ERISA. The 
financial statements required by ERISA are a statement of assets and 
liabilities and statement of changes in net assets available for benefits. 
The schedules required by ERISA include assets held for investment purposes, 
transactions with parties in interest, loans or fixed-income obligations due 
in default or uncollectible, leases in default or uncollectible, and 
2
 This chapter incorporates the financial reporting requirements of FASB 
Statement No. 105, Disclosure of Information About Financial Instruments 
With Off-Balance-Sheet Risk and Financial Instruments With Concentrations 
of Credit Risk, which was issued by the FASB in March of 1990 (see 
paragraphs 2.25 - 2.27). It also includes a discussion of an AICPA 
Auditing Standards Division staff interpretation, Reporting on Financial 
Statements Prepared on a Liquidation Basis of Accounting (AU 9508.33 -
.38) (see paragraph 2.28). No other changes are proposed to the 
accounting and financial reporting requirements for defined benefit 
pension plans as contained in chapter 2 of the 1983 AICPA guide. This 
chapter also discusses ERISA-related regulations issued by the U.S. 
Department of Labor (see paragraphs 2.4 and 2.5). In May 1990 the FASB 
added to its agenda a project on the accounting and financial reporting by 
employee benefit plans for contracts with insurance companies and similar 
instruments. 
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reportable transactions. The ERISA reporting requirements are described in 
appendix A. 
2.5 The IRS requires that a participant's accrued benefit be calculated at 
least annually. In addition, the plan administrator must furnish to any 
participant who so requests in writing--but not more than once a year--a 
statement of the participant's total accrued benefit and the earliest date on 
which he or she will become vested. 
FINANCIAL STATEMENTS 
2.6 The FASB has determined that the primary objective of a plan's financial 
statements is to provide information that is useful in assessing the plan's 
present and future ability to pay benefits when they are due. That objective 
requires the presentation of information about the plan's economic resources 
and a measure of participants' accumulated benefits. 
2.7 Unless the financial statements are not intended to be presented in 
accordance with generally accepted accounting principles, the financial 
statements of a defined benefit pension plan should be prepared on the 
accrual basis and should include the following:3 
a. A statement of the net assets available for benefits as of the end 
of the plan year 
b. A statement of changes in net assets available for benefits for the 
year then ended 
c. Information regarding the actuarial present value of accumulated 
plan benefits 
d. Information regarding the effects, if significant, of certain 
factors affecting the year-to-year change in accumulated plan 
benefits 
2.8 FASB Statement No. 35 gives guidance on the form and content of the 
required financial statements and specifies that they be presented in 
sufficient detail to assist readers of plan financial statements in assessing 
the plan's present and future ability to pay benefits when due. Information 
regarding the actuarial present value of accumulated plan benefits and 
3
 FASB Statement No. 102, Statement of Cash Flows - Exemption of Certain 
Enterprises and Classification of Cash Flows from Certain Securities 
Acquired for Resale (an amendment of FASB Statement No. 95), excluded 
defined benefit pension plans that present information in accordance with 
the provisions of Statement No. 35 from the requirement of FASB Statement 
No. 95 to present a statement of cash flows. Plans should consider 
providing a statement of cash flows when that statement would provide 
relevant information about the ability of the plan to pay benefits (for 
example, when the plan invests in assets that are not highly liquid or 
obtains financing for investments). 
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changes therein, however, may be presented in the financial statements or in 
the notes. 
NET ASSETS AVAILABLE FOR BENEFITS 
2.9 Plan investments are generally to be presented at their fair value at 
the reporting date (see paragraph 2.12 for special provisions concerning the 
valuation of contracts with insurance companies). Fair value of plan 
investments is the amount that the plan could reasonably expect to receive in 
a current sale of assets and should be measured by quoted market prices when 
available. Original cost of investments is not required to be disclosed. 
Assets used in the administration of the plan are to be stated at cost less 
accumulated depreciation or amortization. 
2.10 Some plan investments may not have market quotations and, therefore, 
will need to be valued "in good faith." Examples include real estate, 
mortgages or other loans, restricted securities, unregistered securities, and 
securities for which the market is thin. It is the obligation of the plan's 
trustees, the administrator, and the corporate trustee (a) to satisfy 
themselves that all appropriate factors relevant to the value of the 
investments have been considered and (b) to select a method to estimate the 
fair value of the investments. To the extent considered necessary, the plan 
may use the services of a specialist to estimate the fair value of 
investments valued in good faith. 
2.11 Some of the general factors that may be considered in estimating the 
fair value of plan investments are the type of investment, cost at date of 
purchase, size and period of holdings, information about transactions or 
offers regarding the investment, reported prices and extent of trading in 
similar investments, a forecast of expected cash flows from the investment, 
changes in economic conditions relating to the investment, financial 
condition of the investee or issuer, and the nature and duration of restric-
tions on disposition. The foregoing is not a complete list of all factors 
that may be considered. 
2.12 Whether or not the plan is subject to ERISA, contracts with insurance 
companies are to be included as plan assets in the manner required by ERISA 
annual reporting requirements and are to be reported in a manner consistent 
with the requirements of DOL Form 5500 or 5500-C. The current (1989) DOL 
requirements permit unallocated insurance contracts to be reported at either 
fair value or amounts determined by the insurance company (contract value). 
This is an exception to the general requirement of FASB Statement No. 35 that 
plan investments be presented at fair value. The exception applies only to 
investments in contracts issued by insurance companies; investments in 
similar contracts issued by banks, savings and loan associations, or other 
financial institutions are presented at fair value. Further discussion of 
insurance contracts is provided in chapter 7. 
2.13 Presentation of plan investments in the statement of net assets 
available for benefits should be detailed by general type such as government 
securities, short-term securities, corporate bonds, common stocks, mortgages, 
and real estate. Also reflected as individual line items in the financial 
statements are investments in bank common and commingled trust funds and 
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master trusts and investments in contracts with insurance companies, 
including separate accounts, deposit administration (DA), and immediate 
participation guarantee (IPG) contracts. The presentation should indicate 
whether the fair values of the investments have been measured by quoted 
market prices in an active market or were otherwise determined. 
2.14 Contributions receivable are amounts due as of the date of the 
financial statements, including legal or contractual obligations and, for a 
single employer plan, obligations resulting from a formal commitment. 
Evidence of a formal commitment may include (a) a formal resolution by the 
sponsor, (b) amounts relating to an established funding policy, (c) a 
deduction on the federal tax return, or (d) the employer's recognition, as of 
the reporting date, of a contribution payable to the plan.4 Contributions 
receivable should include an allowance for estimated uncollectible amounts. 
2.15 A multiemployer plan may also have a receivable for a withdrawing 
employer's share of the plan's unfunded liability. The plan should record 
the receivable, net of any allowance for an amount deemed uncollectible, when 
entitlement has been determined. 
2.16 A plan should accrue as liabialities amounts owed for securities 
purchased or for expenses. These would be deducted in arriving at net assets 
available for benefits. Accumulated plan benefits are not appropriate 
deductions in arriving at net assets available for benefits. 
CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 
2.17 The statement of changes in net assets available for benefits is 
intended to present the effects of significant changes in net assets during 
the year and should present, at a minimum--
a. The net change in the fair value (or estimated fair value) of each 
significant type of investment (see paragraph 2.13). Gains and 
losses from investments sold need not be segregated from unrealized 
gains and losses relating to investments held at year-end. 
b. Investment income, exclusive of changes in fair value described in 
(a) above. 
c. Contributions from employers. 
d. Contributions from participants. 
e. Contributions from other sources. 
f. Benefits paid. 
4
 The existence of accrued costs in the employer's financial statements or a 
deficit in net assets of the plan do not, by themselves, provide 
sufficient support for recognition of a contribution receivable by the 
plan. 
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g. Payments to insurance companies to purchase contracts that are 
excluded from plan assets. 
h. Administrative expenses. 
Other changes (for example, transfers of assets to or from other plans) 
should also be presented if they are significant. 
ACCUMULATED PLAN BENEFITS 
2.18 Accumulated plan benefits are to be presented as the present value of 
future benefits attributable, under the plan's provisions, to service 
rendered to the date of the actuarial valuation. The accumulated benefit 
information may be presented as of the beginning or the end of the plan year; 
under FASB Statement No. 35, however, an end-of-year benefit information date 
is considered preferable. If the information is as of the beginning of the 
year, prior-year statements of net assets and changes therein are also 
required; otherwise, comparative statements are not required. 
2.19 Accumulated plan benefits include benefits for (a) retired or 
terminated employees or their beneficiaries, (b) beneficiaries of deceased 
employees, and (c) present employees or their beneficiaries. To the extent 
possible, plan provisions should govern the measurement of accumulated plan 
benefits. When the plan does not specify the benefits earned in each year, a 
general method for measurement is provided in FASB Statement No. 35, 
paragraph 17. Future service should be considered only in determining an 
employee's eligibility for certain benefits. Future increases in benefits 
are assumed only to the extent that they have been specified (for example, 
automatic cost-of-living increases). Plans providing death and disability 
benefits should consider these factors in the calculation. Retroactive plan 
amendments adopted before the date of the calculation should be given effect 
in the calculation, even if some provisions take effect only in future 
periods. Plan amendments occurring after the date of the calculation should 
be excluded. As in the presentation of plan assets, benefits that are 
guaranteed by a contract with an insurance company, that is, allocated 
contracts. should be excluded. 
2.20 The assumptions used in calculating accumulated plan benefits are to be 
based on the premise of an ongoing plan. Accordingly, the interest rates 
used for discounting expected future payments should reflect the rates of 
return expected on plan investments during the periods for which the benefits 
are deferred (see paragraph 20 of FASB Statement No. 35). An appropriate 
allowance for future employee mortality and turnover should be provided. The 
significant assumptions used in the calculation must be developed using an 
explicit approach, whereby each assumption, standing alone, represents the 
best estimate of the plan's future experience. These assumptions may differ 
from those used in the determination of the plan's funding and the plan 
sponsor's pension costs. 
2.21 As noted previously, the benefit information may be presented in a 
separate statement, combined with other information in a financial statement, 
or presented in a note to the financial statements. The information, 
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however, must all be located in one place and should be classified as 
follows: 
a. Vested benefits of participants currently receiving benefits 
b. Other vested benefits 
c. Nonvested benefits 
If the plan is contributory, accumulated contributions of active employees 
including, if applicable, interest credited on those contributions, should be 
disclosed. If interest is credited on the contributions, the interest rate 
should also be disclosed. 
CHANGES IN ACCUMULATED PLAN BENEFITS 
2.22 Information regarding the change in accumulated benefits from the 
beginning to the end of the year should be presented to identify significant 
factors affecting the comparability of the year-to-year accumulated benefits. 
As with the accumulated benefit information, the changes may be presented in 
the body of the financial statements or in the notes; they may be presented 
in either a reconciliation or a narrative format. Minimum disclosures should 
include the significant effects of such factors as plan amendments, changes 
in the nature of the plan, and changes in actuarial assumptions. Changes in 
actuarial assumptions are to be viewed as changes in accounting estimates, 
and, therefore, previously reported amounts should not be restated. If only 
the minimum required disclosure is presented, presentation in a statement 
format will necessitate an additional unidentified other category to 
reconcile the beginning and ending amounts. 
ADDITIONAL FINANCIAL STATEMENT DISCLOSURES 
2.23 APB Opinion No. 22, Disclosure of Accounting Policies, requires the 
disclosure of significant accounting policies, and FASB Statement No. 35 
requires disclosure of (a) the method and significant assumptions used to 
value investments and contracts with insurance companies and (b) the method 
and significant assumptions used in determining the actuarial present value 
of accumulated plan benefits, including any significant changes in the method 
or assumptions during the year. 
2.24 FASB Statement No. 35 also requires disclosure of--
a. A brief general description of the plan agreement, including its 
vesting and benefit provisions. 
b. A description of significant plan amendments adopted during the 
year. If the amendments were adopted after the date of the 
accumulated benefit information, and accordingly their effect was 
not included in the calculation, this fact should be stated. 
c. A brief description of the benefit priority and PBGC coverage in 
the event of plan termination. 
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d. The funding policy and any changes in the policy during the year. 
When applicable, the method of determining employee contributions 
should be disclosed. ERISA plans should disclose their status with 
respect to any applicable minimum funding requirements. 
e. The policy regarding the purchase of insurance contracts that have 
been excluded from plan assets and the income from those contracts 
for the year. 
f. The federal income tax status of the plan if a favorable 
determination letter from the IRS has not been obtained or 
maintained. Note that reports filed in accordance with the 
requirements of ERISA must include disclosure of "information 
concerning whether or not a tax ruling or determination letter has 
been obtained," which is more than is required by FASB Statement 
No. 35. 
g. Investments that represent 5 percent or more of total net assets. 
h. Significant related-party transactions (see appendix A and chapter 
12 for a discussion of related-party transactions). 
i. Significant subsequent events that may affect the usefulness of the 
financial statements (see chapter 11 for a discussion of subsequent 
events). 
This list is not intended to modify the disclosure requirements of FASB 
Statement No. 35 but, rather, to serve as a reference to the major 
requirements. Nor does this list include information required by ERISA to be 
disclosed in the schedules filed as part of a plan's annual report. In this 
connection, it is important to note that any information required by ERISA to 
be disclosed in the schedules must be disclosed in the schedules; disclosure 
of the information in footnotes to the financial statements but not in the 
schedules is not acceptable. 
2.25 FASB Statement No. 105, Disclosure of Information About Financial 
Instruments With Off-Balance-Sheet Risk and Financial Instruments With 
Concentrations of Credit Risk, requires all entities to disclose information 
principally about financial instruments with off-balance-sheet risk. 
Financial instruments of a pension plan, other than obligations for pension 
benefits, when subject to the accounting and reporting requirements of FASB 
Statement No. 35, are included in the scope of FASB Statement No. 105. 
However, the disclosure requirements in paragraphs 17, 18, and 20 of FASB 
Statement No. 105 do not apply to (a) financial instruments of a pension 
plan, including plan assets, when subject to the accounting and reporting 
requirements of FASB Statement No. 87; (b) employers' and plans' obligations 
for pension benefits, postretirement health care and life insurance benefits, 
employee stock option and stock purchase plans, and other forms of deferred 
compensation arrangements; (c) insurance contracts, other than financial 
guarantees and investment contracts as discussed in FASB Statements No. 60 
and No. 97; (d) unconditional purchase obligations subject to the disclosure 
requirements of FASB Statement No. 47. 
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2.26 Some examples of financial instruments of employee benefit plans with 
off-balance-sheet risk that are included within the scope of this statement 
are obligations to repurchase securities sold, outstanding commitments to 
purchase or sell financial instruments at predetermined prices, futures 
contracts, and interest rate and foreign currency swaps. 
2.27 FASB Statement No. 105 requires entities to disclose the following 
information about financial instruments with off-balance-sheet risk and 
concentrations of credit risk: 
o The face or contract amount (or notional principal amount and the 
amount recognized in the statement of financial position) 
o The nature and terms of the instrument and a discussion of the 
credit and market risk of those instruments; the cash requirements 
of those instruments and the related accounting policy 
o The amount of the accounting loss the entity would incur if any 
party to the financial instrument failed completely to perform 
according to the terms of the contracts and the collateral or other 
security, if any, for the amount due proved to be of no value to 
the entity 
o The entity's policy of requiring collateral or other security on 
financial instruments subject to credit risk it accepts, a 
description of collateral on instruments presently held and 
information about the entity's access to that collateral 
o Significant concentrations of credit risks for all financial 
instruments 
TERMINATING PLANS 
2.28 FASB Statement No. 35 explicitly excludes terminating plans. For 
purposes of this guide, terminating plans include all plans as to which a 
decision to terminate has been made, regardless of whether the terminated 
plan will be replaced. However, it excludes a so-called wasting trust or 
frozen plan, that is, a plan under which participants no longer accrue 
benefits but that will remain in existence as long as necessary to pay 
already accrued benefits. 
2.29 When the decision to terminate a plan has been made,5 complete and 
prominent disclosure of the relevant circumstances is essential in all 
subsequent financial statements issued by the plan. If the decision to 
terminate a plan is made before the end of the plan year, it is also 
5
 Refer to paragraph 12.11, which states that the auditor should obtain from 
the plan trustee, administrator, or administrative agent, written 
representation as to whether there is a present intention to terminate the 
plan. Refer also to paragraph 10.33, which states that the auditor should 
consider confirming with the plan's actuary knowledge of an intent on the 
part of the employer to terminate the plan. 
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necessary for the plan's year-end financial statements to be prepared on the 
liquidation basis of accounting, described below. If the decision is made 
after the year-end but before the year-end financial statements have been 
issued, the decision is a type two subsequent event requiring the disclosure 
described in AU 560.05. 
2.30 Plan financial statements for periods ending after the termination 
decision are prepared on the liquidation basis of accounting referred to in 
AU 9508.33-.38. For plan assets, changing to the liquidation basis will 
usually cause little or no change in values, most of which are current market 
values. Assets that may not be carried at market values include operating 
assets, insurance contracts carried at contract values, or large blocks of 
stock or other assets that cannot be readily disposed of at their quoted 
market prices. 
2.31 Accumulated plan benefits should be determined on a liquidation basis, 
which may differ significantly from the actuarial present value of 
accumulated plan benefits reported for an ongoing plan. In general, upon 
termination all benefits should be reported as vested (see paragraph 13.26). 
2.32 An Auditing Standards Division staff interpretation, Reporting on 
Financial Statements Prepared on a Liquidation Basis of Accounting (AU 
9508.33-.38) , contains applicable guidance as to the auditor's reporting 
responsibilities with respect to terminating plans. 
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CHAPTER 3 
ACCOUNTING AND REPORTING BY DEFINED CONTRIBUTION PLANS6 
3.1 This chapter describes generally accepted accounting principles for 
accounting and financial reporting that are particularly important to defined 
contribution plans. Other generally accepted accounting principles may also 
apply. Except for differences in determining plan benefits, as noted in 
paragraph 3.3, defined contribution plans are similar to defined benefit 
plans. Accordingly, the guidance in this chapter is consistent with the 
accounting and reporting standards in FASB Statement No. 35 and chapter 2 of 
this guide to the extent that this is appropriate. 
3.2 Defined contribution plans require an individual account for each 
participant and provide benefits based on (a) amounts contributed to the 
participant's account by the employer or employee, (b) investment experience 
on such amounts, (c) expenses, and (d) any forfeitures allocated to the 
account. 
3.3 Under a defined contribution plan the employer contribution rate is 
generally determined periodically at the discretion of the employer or by 
contractual agreement, or both. When a participant retires or withdraws from 
the plan, the amount allocated to the participant's account (if fully vested) 
represents the participant's accumulated benefits. That amount may be paid 
to the participant or used to purchase a retirement annuity. The amount of 
benefits a participant will ultimately receive is generally not determined 
until the time of payment. By contrast, in a defined benefit plan, benefits 
are determinable and the contribution necessary to provide those benefits is 
actuarially determined. In other respects, defined contribution plans are 
similar to defined benefit plans. 
3.4 There are three general types of defined contribution plans: profit-
sharing plans, money purchase pension plans, and stock bonus plans. 
a. A profit-sharing plan is a defined contribution plan that is not a 
pension plan (as defined in the IRC) or a stock bonus plan. 
Employer contributions may be discretionary or may be based on a 
fixed formula related to profits, compensation, or other factors. 
Before 1987, contributions had to be made from the plan sponsor's 
current or accumulated profits. This requirement is no longer in 
effect. A profit-sharing plan must be designated as such in the 
plan document. 
6
 No changes are proposed to the accounting and financial reporting 
requirements for defined contribution plans as contained in chapter 3 of 
the 1983 AICPA guide. In May 1990 the FASB added to its agenda a project 
on the accounting and financial reporting by employee benefit plans for 
contracts with insurance companies and similar contracts. 
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b. A money purchase pension plan is a defined contribution plan under 
which employer contributions are based on a fixed formula that is 
not related to profits and that is designated as a pension plan by 
the plan sponsor. 
c. A stock bonus plan is a defined contribution plan under which 
distributions are normally made in stock of the employer, unless 
the distributee elects otherwise. 
3.5 A number of more specialized plans exist that are included in the three 
general types of plans. These include the following: 
o A cash-or-deferred arrangement (also called a section 401(k) 
plan) may be incorporated into a profit-sharing or stock bonus 
plan (a few pre-ERISA money purchase pension plans also 
incorporate cash-or-deferred arrangements). Under such an 
arrangement, a participant is permitted to elect to receive 
amounts in cash or have them contributed to the plan as 
employer contributions on the participant's behalf. 
o A thrift plan (also called a savings plan) is a profit-sharing 
or stock bonus plan under which participants make after-tax 
employee contributions that are usually matched, in whole or in 
part, by employer contributions. 
o An employee stock ownership plan (an ESOP) is a stock bonus 
plan that borrows money from, or on the guarantee of, a related 
party (a party in interest as defined in section 3(14) of 
ERISA) for the purpose of acquiring securities issued by the 
plan sponsor and that invests primarily in such securities (a 
leveraged ESOP). The term employee stock ownership plan is 
also generally applied to (a) nonleveraged stock bonus plans 
that satisfy various requirements set forth in section 4975(e) 
(7) of the IRC and (b) profit-sharing plans (and certain 
pre-ERISA money purchase pension plans) that invest primarily 
in securities issued by the plan sponsor. 
o A tax credit employee stock ownership plan is a profit-sharing 
or stock bonus plan established before 1987 that satisfies the 
requirements of section 409 of the IRC. The sponsor of such a 
plan is allowed a tax credit, rather than a deduction, for its 
contributions. Before 1982 these plans were commonly known as 
TRASOPs (for Tax Reduction Act Stock Ownership Plan), and the 
maximum allowable credit was based on the plan sponsor's 
investments that qualified for the investment tax credit. In 
1982 TRASOPs were succeeded by PAYSOPs, under which the credit 
was based on the plan sponsor's payroll. 
o A target benefit plan is a form of money purchase pension plan 
under which the employer's annual contribution on behalf of 
each participant is the actuarially determined amount required 
to fund a target benefit established by a plan formula. The 
target benefit is usually based on compensation and length of 
service. For some target benefit plans, the substance of the 
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plan may be to provide a defined benefit. For such plans, 
accounting and reporting as defined benefit plans, as discussed 
in chapter 2 of this guide, may be more appropriate. 
o A Keogh plan (also called an HR 10 plan) is any defined benefit 
or defined contribution plan that covers one or more self-
employed individuals. 
REGULATORY REPORTING REQUIREMENTS 
3.6 ERISA established annual reporting requirements for employee benefit 
plans, including defined contribution plans. Those requirements, including 
financial statement and schedule requirements, are described in appendix A. 
The financial statements required by ERISA are a statement of assets and 
liabilities and a statement of changes in net assets available for benefits. 
The schedules required by ERISA include assets held for investment purposes, 
transactions with parties in interest, loans or fixed income obligations due 
In default or uncollectible, leases in default or uncollectible, and 
reportable transactions. 
3.7 Some defined contribution plans are required to register and report to 
the Securities and Exchange Commission (SEC). Regulation S-X prescribes the 
form of the statements of financial condition and statements of income and 
changes in plan equity that those plans must file with the SEC. 
3.8 The IRS requires that a participant's accrued benefit be calculated at 
least annually. In addition, the plan administrator must furnish to any 
participant who so requests in writing--but not more than once a year--a 
statement of the participant's total vested and nonvested accrued benefits. 
FINANCIAL STATEMENTS 
3.9 The primary objective of a defined contribution plan's financial 
statements is to provide information that is useful in assessing the plan's 
present and future ability to pay benefits when they are due. To accomplish 
that objective, a plan's financial statements should provide information 
about (a) plan resources and how the stewardship responsibility for those 
resources has been discharged, (b) the results of transactions and events 
that affect the information about those resources, and (c) other factors 
necessary for users to understand the information provided.7 
7
 It should be recognized that (a) information in addition to that contained 
in a plan's financial statements is needed in assessing the plan's present 
and future ability to pay benefits when due and (b) financial statements 
for several plan years can provide more useful information for assessing 
the plan's future ability to pay benefits than can financial statements 
for a single plan year. 
FASB Statement No. 102 exempts certain benefit plans from the requirement 
to provide a statement of cash flows. Plans should consider providing a 
statement of cash flows when that statement would provide relevant 
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3.10 Unless the financial statements are not intended to be presented in 
accordance with generally accepted accounting principles, the financial 
statements of a defined contribution plan should be prepared on the accrual 
basis of accounting8 and should include (a) a statement of net assets 
available for benefits as of the end of the plan year and (b) a statement of 
changes in net assets available for benefits for the year then ended. 
3.11 Appendix E provides illustrative financial statements for a defined 
contribution plan. The information should be presented in sufficient detail 
to assist readers of plan financial statements in assessing the plan's 
present and future ability to pay benefits when due. 
NET ASSETS AVAILABLE FOR BENEFITS 
Investments 
3.12 Plan investments are generally to be presented at their fair value at 
the reporting date (see paragraph 3.15 for special provisions concerning the 
valuation of contracts with insurance companies). Fair value of plan 
investments is the amount that the plan could reasonably expect to receive in 
a current sale of assets and should be measured by quoted market prices when 
available. Original cost of investments is not required to be disclosed. 
Assets used in the administration of the plan are to be stated at cost less 
accumulated depreciation or amortization. 
3.13 Some plan investments may not have market quotations and, therefore, 
will need to be valued "in good faith." Examples include real estate, 
mortgages or other loans, restricted securities, unregistered securities, and 
securities for which the market is thin. It is the obligation of the plan's 
trustees, the administrator, and the corporate trustee (a) to satisfy 
themselves that all appropriate factors relevant to the value of the 
investments have been considered, and (b) to select a method to estimate the 
fair value of the investments. To the extent considered necessary, the plan 
may use the services of a specialist to estimate the fair value of 
investments valued in good faith. 
3.14 Some of the general factors that may be considered in estimating the 
fair value of plan investments are the type of investment, cost at date of 
information about the ability of the plan to pay benefits (for example, 
when the plan invests in assets that are not highly liquid or obtains 
financing for investments). 
8
 The accrual basis requires that purchases and sales of securities be 
recorded on a trade-date basis. If the settlement date is after the 
financial statement date, however, and (a) the fair value of the 
securities purchased or sold immediately before the financial statement 
date does not change significantly from the trade date to the financial 
statement date and (b) the purchases or sales do not significantly affect 
the composition of the plan's assets available for benefits, accounting on 
a settlement-date basis for such sales and purchases is acceptable. 
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purchase, size and period of holdings, information about transactions or 
offers regarding the investment, reported prices and extent of trading in 
similar investments, a forecast of expected cash flows from the investment, 
changes in economic conditions relating to the investment, financial 
condition of the investee or issuer, and the nature and duration of restric-
tions on disposition. The foregoing is not a complete list of all factors 
that may be considered. 
3.15 Whether or not the plan is subject to ERISA, contracts with insurance 
companies are to be included as plan assets in the manner required by ERISA 
annual reporting requirements and are to be reported in a manner consistent 
with the requirements of DOL Form 5500 or 5500-C. The current (1989) DOL 
requirements permit unallocated insurance contracts to be reported at either 
fair value or amounts determined by the insurance company (contract value). 
This is an exception to the general requirement that plan investments be 
presented at fair value. The exception applies only to investments in 
contracts issued by insurance companies; investments in similar contracts 
issued by banks, savings and loan associations, or other financial 
institutions are presented at fair value. Further discussion of insurance 
contracts is provided in chapter 7. 
3.16 Presentation of plan investments in the statement of net assets 
available for benefits should be detailed by general type, such as government 
securities, short-term securities, corporate bonds, common stocks, mortgages, 
and real estate. Also reflected as individual line items in the financial 
statements are investments in bank common and commingled trust funds and 
master trusts and investments in contracts with insurance companies, 
including separate accounts, deposit administration (DA), and immediate 
participation guarantee (IPG) contracts. The presentation should indicate 
whether the fair values of the investments have been measured by quoted 
market prices in an active market or were otherwise determined. 
Contributions Receivable 
3.17 Contributions receivable are the amounts due, as of the financial 
statement date, to the plan from employers, participants, and other sources 
of funding (for example, state subsidies or federal grants, which should be 
separately identified). Contributions receivable include those pursuant to 
formal commitments as well as legal or contractual requirements. With 
respect to an employer's contributions, evidence of a formal commitment may 
include (a) a resolution by the employer's governing body approving a 
specified contribution, (b) a consistent pattern of making payments after the 
plan's year-end pursuant to an established contribution policy that 
attributes such subsequent payments to the preceding plan year, (c) a 
deduction of a contribution for federal tax purposes for periods ending on or 
before the financial statement date, or (d) the employer's recognition as of 
the financial statement date of a contribution payable to the plan.9 
9
 The existence of an accrued contribution payable in the employer's 
financial statements does not, by itself, provide sufficient support for 
recognition of a contribution receivable by the plan. 
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3.18 A plan should accrue as liabilities for amounts owed for securities 
purchased or for expenses. These would be deducted in arriving at net assets 
available for benefits. 
Operating Assets 
3.19 Plan assets used in plan operations (for example, buildings, equipment, 
furniture and fixtures, and leasehold improvements) should be presented at 
cost less accumulated depreciation or amortization. 
CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS 
3.20 The statement of changes in net assets available for benefits is 
intended to present the effects of significant changes in net assets during 
the year and should present at a minimum--
a. The change in fair value (or estimated fair value) of each 
significant type of investment (see paragraph 3.16). Gains and 
losses from investments sold need not be segregated from unrealized 
gains and losses relating to investments held at year-end.10 
b. Investment income, exclusive of changes in fair value described in 
(a) above. 
c. Contributions from employers, segregated between cash and noncash 
contributions (a noncash contribution should be recorded at fair 
value; the nature of noncash contributions should be described 
either parenthetically or in a note). 
d. Contributions from participants, including those transmitted by the 
sponsor. 
e. Contributions from other identified sources (for example, state 
subsidies or federal grants). 
f. Benefits paid to participants. 
g. Payments to insurance companies to purchase contracts that are 
excluded from plan assets. 
h. Administrative expenses. 
3.21 The minimum disclosures should be made to the extent they apply to the 
plan. The list of minimum disclosures is not intended to limit the amount of 
detail or the manner of presenting the information, and subclassifications or 
additional classifications may be useful. Other changes (for example, 
transfers of assets to or from other plans) should also be presented if they 
are significant. 
10
 Realized gains and losses on investments that were both bought and sold 
during the period should be included. 
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ADDITIONAL FINANCIAL STATEMENT DISCLOSURES 
3.22 Disclosure of the plan's accounting policies should include a 
description of the methods and significant assumptions used to determine the 
fair value of investments and the reported value of contracts with insurance 
companies (if any).11 
3.23 The financial statements should also disclose, if applicable--
a. A brief, general description of the plan agreement including, but 
not limited to, vesting and allocation provisions and the 
disposition of forfeitures. If a plan agreement or a description 
providing this information is otherwise published and made 
available, this description may be omitted from the financial 
statement provided that reference to the other source is made. 
b. A description of significant plan amendments adopted during the 
period, and the effects of such amendments on net assets if 
significant either individually or in the aggregate. 
c. The amount of unallocated assets, as well as the basis used to 
allocate asset values to participants' accounts when that basis 
differs from the one used to record assets in the financial 
statements. 
d. The basis for determining contributions by employers and, for a 
contributory plan, the method of determining participants' 
contributions.12 Plans subject to the minimum funding requirements 
of ERISA, such as money purchase plans, should disclose whether 
those requirements have been met. If a minimum funding waiver has 
been granted by the IRS, or if a request for waiver is pending 
before the IRS, that fact should be disclosed. 
e. The policy regarding the purchase of contracts with insurance 
companies that are excluded from plan assets. 
f. The federal income tax status of the plan if a favorable 
determination letter has not been obtained or maintained. 
g. Identification of investments that represent 5 percent or more of 
the net assets available for benefits. 
h. Significant related-party transactions (see appendix A and 
chapter 11 for a discussion of related-party transactions). 
i. Investments pledged to secure debt of the plan as well as a 
description of the provisions regarding the release of such 
11
 See APB Opinion No. 22, Disclosure of Accounting Policies. 
12
 If significant costs of plan administration are being absorbed by the 
employers, that fact should be disclosed. 
-22-
investments from the pledge and the amounts of investments released 
from the pledge in the last period. 
j. Guarantees by others of debt of the plan. 
k. The amount of net assets at the end of the period and changes in 
net assets during the period allocated to separate funds if the 
plan provides for separate investment programs with separate funds 
and if the allocation of net assets and changes in net assets to 
the separate funds is not shown in the financial statements in 
columnar form or by separate financial statements for each fund. 
If the plan provides for self-directed investment programs for 
individual participants, amounts relating to those individual 
programs should be aggregated as a separate fund and shown either 
in the financial statements or in the related disclosures. 
1. For plans that assign units to participants, the total number of 
units and the net asset value per unit during the period (for 
example, monthly or quarterly, depending on the plan's provisions 
for calculating the unit values) and at the end of the period. 
m. Amounts allocated to accounts of persons who have withdrawn from 
participation in the earnings and operations of the plan. 
n. Significant subsequent events that may affect the usefulness of the 
financial statements (see chapter 12 for a discussion of subsequent 
events). 
This list does not include information required by ERISA to be disclosed in 
the schedules filed as part of a plan's annual report. In this connection, 
it is important to note that any information required by ERISA to be 
disclosed in the schedules must be disclosed in the schedules; disclosure of 
the information in footnotes to the financial statements but not in the 
schedules is not acceptable. 
TERMINATING PLANS 
3.24 Auditing Standards Board staff interpretation, Reporting on Financial 
Statements Prepared on a Liquidation Basis of Accounting (AU 9508.33-.38), 
contains applicable guidance as to the auditor's reporting responsibilities 
for terminating plans. 
3.25 For purposes of this discussion, a terminating plan includes all plans 
as to which a termination decision has been made regardless of whether the 
terminating plan will be replaced. However, it excludes a so-called wasting 
trust or frozen plan, that is, a plan under which participants no longer 
accrue benefits but which will remain in existence as long as necessary to 
pay already accrued benefits. 
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3.26 When the decision has been made to terminate a plan,13 complete and 
prominent disclosure of the relevant circumstances is essential in all 
subsequent financial statements issued by the plan. If the decision to 
terminate a plan is made before the end of the plan year, it is also 
necessary for the plan's year-end financial statements to be prepared on the 
liquidation basis of accounting, described below. If the decision is made 
after the year-end but before the year-end financial statements have been 
issued, the decision is a type two subsequent event requiring the disclosure 
described in AU 560.05. 
3.27 Plan financial statements for periods ending after the termination 
decision are prepared on the liquidation basis of accounting. For plan 
assets, changing to the liquidation basis will usually cause little or no 
change in values, most of which are current market values. Assets that may 
not be carried at market values include operating assets, insurance contracts 
carried at contract values, or large blocks of stock or other assets that 
cannot be readily disposed of at their quoted market prices. 
13
 See paragraph 12.11, which states that the auditor should obtain from the 
plan trustee, administrator, or administrative agent, written 
representation as to whether there is a present intention to terminate the 
plan. Refer also to paragraph 10.33, which states that the auditor should 
consider confirming with the plan's actuary knowledge of an intent on the 
part of the employer to terminate the plan. 
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CHAPTER 4 
ACCOUNTING AND REPORTING BY EMPLOYEE HEALTH 
AND WELFARE BENEFIT PLANS14 
4.1 Employee health and welfare benefit plans include plans that provide--
a. Medical, dental, visual, or psychiatric care; life insurance; or 
accidental death or dismemberment benefits. 
b. Benefits during periods of unemployment or disability. 
c. Benefits during vacations or holidays. 
d. Benefits such as apprenticeships, scholarships, day-care centers, 
or legal services. 
4.2 The participants in health and welfare benefit plans may be employees of 
a single employer or of a group of employers. Contributions by an employer 
may be voluntary or may be required under the terms of a collective 
bargaining agreement negotiated with one or more labor organizations. 
Contributions may be required from employers and participants (contributory 
plans) or from employers only (noncontributory plans). A noncontributory 
plan may provide for self-payment of contributions by participants to 
maintain their eligibility for benefits during periods of unemployment. 
Benefits either are paid from a fund's accumulated contributions and income 
(a self-insured plan) or are provided through insurance with an insurance 
company (an insured plan). Health and welfare benefit plans generally are 
subject to the requirements of ERISA. 
BACKGROUND AND SCOPE 
4.3 The 1972 AICPA Industry Audit Guide Audits of Employee Health and 
Welfare Benefit Funds, prepared by the AICPA Committee on Health, Welfare, 
and Pension Funds, described generally accepted accounting principles for 
health and welfare benefit funds. 
4.4 FASB Statement No. 35, Accounting and Reporting by Defined Benefit 
Pension Plans, does not apply to health and welfare benefit plans, but it 
14
 This chapter has not been deliberated by the Accounting Standards 
Executive Committee and no changes have been made to chapter 4 and 
appendix G of the 1983 AICPA guide. The Employee Benefit Plans Committee 
is preparing a separate statement of position on the accounting and 
reporting requirements for health and welfare benefit plans that would 
amend chapter 4 and appendix G of the 1983 guide. In May 1990 the FASB 
added to its agenda a project on the accounting and financial reporting by 
employee benefit plans for contracts with insurance companies and similar 
contracts. 
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establishes certain standards that differ from those in the 1972 audit guide, 
primarily relating to the valuation of plan investments and additional 
financial statement disclosures. 
4.5 This chapter describes generally accepted accounting principles for 
financial statements of health and welfare benefit plans. This chapter 
replaces the accounting and reporting principles and practices specified in 
Audits of Employee Health and Welfare Benefit Funds. 
4.6 Existing generally accepted accounting principles other than those 
discussed in this chapter may also apply. The principles described in this 
chapter are particularly important to health and welfare benefit plans or are 
different from existing generally accepted accounting principles for other 
types of entities. 
FINANCIAL STATEMENTS 
4.7 The primary objective of a health and welfare benefit plan's financial 
statements is to provide information about (a) plan resources and obligations 
and how the stewardship responsibility for those resources and obligations 
has been discharged, (b) the results of transactions and events that affect 
the information about those resources and obligations, and (c) other factors 
necessary for users to understand the information provided.15 
4.8 The financial statements of a health and welfare benefit plan should 
include a statement of net assets of the plan, presenting assets and 
liabilities as of the end of the period, and a statement of changes in net 
assets during the period. The accrual basis of accounting should be used in 
preparing a plan's financial statements.16 Appendix F provides illustrative 
financial statements of a health and welfare benefit plan and a vacation 
benefit plan. 
15
 It should be recognized that (a) information in addition to that contained 
in the plan's financial statements is needed in assessing the plan's 
present and future ability to pay benefits when due and (b) financial 
statements for several plan years can provide more useful information in 
assessing the plan's future ability to pay benefits than can financial 
statements for a single plan year. 
16
 The accrual basis requires that purchases and sales of securities be 
recorded on a trade-date basis. If the settlement date is after the 
financial statement date, however, and (a) the fair value of the 
securities purchased or sold just before the financial statement date does 
not change significantly from the trade date to the financial statement 
date and (b) the purchases or sales do not significantly affect the 
composition of the plan's assets available for benefits, accounting on a 
settlement-date basis for such sales and purchases is acceptable. 
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STATEMENT OF NET ASSETS 
Investments 
4.9 Plan investments, whether equity or debt securities, real estate, or 
other investments (excluding contracts with insurance companies), should be 
presented at their fair value at the financial statement date. The fair 
value of an investment is the amount that the plan could reasonably expect to 
receive for it in a current sale between a willing buyer and a willing 
seller, that is, other than in a forced or liquidation sale. Fair value 
should be measured by the market price if there is an active market for the 
investment. If there is no active market for an investment but there is a 
market for similar investments, selling prices in that market may be helpful 
in estimating fair value. If a market price is not available, a forecast of 
expected cash flows may aid in estimating fair value, provided the expected 
cash flows are discounted at a rate commensurate with the risk involved.17 
4.10 Contracts with insurance companies should be presented in the same 
manner as that contained in the annual report filed by the plan with certain 
governmental agencies pursuant to ERISA.18 A plan not subject to ERISA 
should present its contracts with insurance companies as if the plan were 
subject to the reporting requirements of ERISA. 
4.11 Information regarding a plan's investments should be presented in 
enough detail to identify the types of investments and should indicate 
whether reported fair values have been measured by quoted prices in an active 
market or are fair values otherwise determined. Paragraphs 4.26f and 4.26g 
specify additional disclosures related to investments. 
Contributions Receivable 
4.12 Contributions receivable are the amounts due, as of the financial 
statement date, to the plan from employers, participants, and other sources 
of funding (for example, state subsidies or federal grants, which should be 
separately identified). Amounts due include those pursuant to formal 
commitments as well as legal or contractual requirements. With respect to an 
employer's contributions, evidence of a formal commitment may include (a) a 
resolution by the employer's governing body approving a specified contribu-
tion, (b) a consistent pattern of making payments after the plan's year-end 
pursuant to an established funding policy that attributes such subsequent 
payments to the preceding plan year, (c) a deduction of a contribution for 
federal tax purposes for periods ending on or before the financial statement 
17
 For an indication of the factors to be considered in determining the 
discount rate, see paragraphs 13 and 14 of APB Opinion No. 21, Interest on 
Receivables and Payables. If significant, the fair value of an investment 
should reflect the brokerage commissions and other costs normally incurred 
in a sale (see also paragraphs 2.10 and 2.11 of this guide). 
18
 For 1981 plan years, the pertinent governmental reporting requirements 
relate to item 13 of either Form 5500 or 5500-C. 
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date, or (d) the employer's recognition as of the financial statement date of 
a contribution payable to the plan.19 
Operating Assets 
4.13 Plan assets used in plan operations (for example, buildings, equipment, 
furniture and fixtures, and leasehold improvements) should be presented at 
cost less accumulated depreciation or amortization. 
Insurance Premiums Payable 
4.14 Benefits to participants may be provided through insurance arrangements 
that transfer the risks of loss or liability to an insurance company. Group 
insurance contracts for health and welfare benefit plans are usually written 
for a one-year period, although the contract may provide for annual renewal. 
The contract may specify, among other things, the schedule of benefits, 
eligibility rules, premium rate per eligible participant, and the date that 
premiums are due. The plan's financial statements should include a liability 
for premiums due but not paid. 
4.15 If the insurance policy requires payment of additional contingent 
premiums when the loss ratio exceeds a specified percentage, a liability for 
the estimated additional premiums should be recorded. 
Deposits With Insurance Companies 
4.16 Whether a premium paid to an insurance company represents payment for 
the transfer of risk or whether it represents merely a deposit will depend on 
the circumstances of each insurance arrangement. An analysis of the contract 
is needed to determine whether risk has been transferred from the plan and to 
what extent. Many insurance companies require that a deposit be maintained 
that can be applied against possible future losses in excess of current 
premiums. Premium deposits should be reported as assets of the plan until 
they are refunded to the plan or it becomes probable that the insurance 
company will apply the deposit as payment of premiums. Disclosure of the 
nature of this type of deposit should be made in the financial statements. 
Accrued Experience Rating Adjustments 
4.17 Certain group insurance contracts covering health and welfare benefit 
plans include a provision for the refund, at the end of the policy year, of 
the excess of premiums paid over paid claims, reserves required by the 
insurance company, and the insurance company's retention (fee). Often such 
experience rating refunds (or dividends) are not determined by the insurance 
company for several months after the year-end. In this event, and in cases 
when the policy year does not coincide with the plan's fiscal year, the 
refund due as of the financial statement date should be recorded if the 
19
 The existence of accrued costs in the employer's financial statements or a 
deficit in net assets of the plan do not, by themselves, provide 
sufficient support for recognition of a contribution receivable by the 
plan. 
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amount can be reasonably estimated. If the amount of the refund cannot be 
reasonably estimated, that fact should be disclosed. 
4.18 Experience ratings, determined by the insurance company or by 
estimates, may also result in a premium deficit. Premium deficits should be 
recorded as a liability of the plan (or a reduction of a deposit, if 
applicable) if (a) it is probable that the deficit will be applied against 
the amounts of future premiums or experience rating refunds20 and (b) the 
amount can be reasonably estimated. If no accrual is made for a premium 
deficit because one or both of the conditions are not met, or if an exposure 
to loss exists in excess of the amount accrued, disclosure of the premium 
deficit should be made when there is at least a reasonable possibility that a 
loss or an additional loss may have been incurred. 
Claims 
4.19 In an insured health and welfare benefit plan, claims reported to the 
plan but not paid and claims incurred but not yet reported to the plan will 
be paid by the insurance company and, therefore, will not appear in the 
financial statements as liabilities of the plan. The financial statements of 
a self-insured plan should present the amount of each of those liabilities. 
4.20 Claims reported but not paid may be determined from the records of the 
plan. The estimated liability for claims incurred but not reported is 
generally determined by a specialist, such as the plan's actuary. 
4.21 If a self-insured plan provides death benefits, the financial 
statements should include the estimated liability for those benefits based on 
determinations by the plan's actuary. 
Accumulated Eligibility Credits 
4.22 The eligibility rules of some plans provide for the payment of 
insurance premiums or benefits for a period of time subsequent to the 
financial statement date for those participants who have accumulated a 
sufficient number of eligibility credits or hours. Such rules permit 
eligible participants insurance coverage or benefits during periods of 
unemployment, when employer contributions to the plan would otherwise not 
provide coverage or benefits. At the financial statement date, such 
accumulated eligibility credits represent a liability of the plan arising 
from prior employee service for which employer contributions have been 
received. The liability is generally determined by applying current 
insurance premium rates to accumulated eligibility credits or, for a self-
insured plan, by applying the average cost of benefits per eligible 
participant. 
20
 Considerations in making this determination include (a) the extent to 
which the contract with the insurance company requires payment of such 
deficits and (b) whether the plan intends to transfer coverage to another 
insurance company. 
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STATEMENT OF CHANGES IN NET ASSETS 
4.23 The statement of changes in net assets during the period should be 
presented in enough detail to identify the significant changes during the 
period. The minimum disclosures should include--
a. The net appreciation or depreciation in fair value for each 
significant class of investments, segregated between investments 
whose fair values have been measured by quoted prices in an active 
market and whose fair values have been otherwise determined.21 
b. Investment income, excluding (a) above. 
c. Contributions from employers, segregated between cash and noncash 
contributions. (A noncash contribution should be recorded at fair 
value. The nature of noncash contributions should be described 
either parenthetically or in a note.) 
d. Contributions from participants, including those transmitted by the 
sponsor. 
e. Contributions from other identified sources (for example, state 
subsidies or federal grants). 
f. Benefits paid to participants. This should not include benefit 
payments made by an insurance company in accordance with a contract 
that is excluded from plan assets. 
g. Payments of premiums to insurance companies. 
h. Changes during the period in liabilities for benefits by major 
types. 
i. Administrative expenses. 
j. Change during the period in net assets. 
4.24 The minimum disclosures should be made to the extent they apply to the 
plan. The list of minimum disclosures is not intended to limit the amount of 
detail or the manner of presenting the information, and subclassifications or 
additional classifications may be useful. 
ADDITIONAL FINANCIAL STATEMENT DISCLOSURES 
4.25 Disclosure of a health and welfare benefit plan's accounting policies 
should include22--
21
 Realized gains and losses on investments that were both bought and sold 
during the period should be included. 
22
 See APB Opinion No. 22, Disclosure of Accounting Policies. 
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a. A description of the methods and significant assumptions used to 
determine the fair value of investments and the reported value of 
contracts with insurance companies (if any). 
b. A description of significant actuarial assumptions used to 
determine the plan's liabilities. Any significant changes of 
assumptions between financial statement dates should be described. 
4.26 The plan's financial statements should also disclose, if applicable--
a. A brief, general description of the plan agreement, including, but 
not limited to, vesting and benefit provisions. If a plan 
agreement or a description thereof providing this information is 
otherwise published or made available, the description in the 
financial statement disclosures may be omitted provided that the 
reference to the other source is made. 
b. A description of significant plan amendments adopted during the 
period as well as the significant effects on plan liabilities of 
such factors as plan amendments, changes in the nature of the plan 
(for example, a plan spin-off or merger with another plan), and 
changes in actuarial assumptions 
c. The funding policy, and any changes in the policy during the plan 
year, and, if there is a deficit in net assets of the plan, the 
method of funding the deficit as provided for in the plan agreement 
or collective bargaining agreement.23 For a contributory plan, the 
disclosure should state the method of determining participants' 
contributions. 
d. The policy regarding the purchase of contracts with insurance 
companies that are excluded from plan assets. 
e. The federal income tax status of the plan, if a favorable letter of 
determination has not been obtained or maintained. 
f. Identification of investments that represent 5 percent or more of 
total plan assets. 
g. Significant real estate or other transactions in which the plan and 
any of the following parties are jointly involved: the sponsor, the 
plan administrator, employers, or employee organizations. 
h. Unusual or infrequent events or transactions occurring after the 
financial statement date, but before issuance of the financial 
statements, that might significantly affect the usefulness of the 
financial statements in an assessment of the plan's present and 
future ability to pay benefits. For example, a plan amendment 
adopted after the latest financial statement date that 
significantly increases future benefits that are attributable to 
23
 If significant costs of plan administration are being absorbed by the 
employer, that fact should be disclosed. 
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employees' service rendered before that date should be disclosed. 
If reasonably determinable, the effects of such events or 
transactions should be disclosed. If such effects are not 
quantified, the reasons why they are not reasonably determinable 
should be disclosed. 
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CHAPTER 5 
PLANNING 
AUDIT SCOPE 
5.1 The nature, timing, and extent of auditing procedures to be performed 
are based on the scope of services requested by the plan administrator. For 
each audit engagement, the auditor should establish a clear understanding 
concerning the scope of audit services to be performed and the auditor's 
responsibilities regarding any supplemental schedules accompanying the basic 
financial statements. 
5.2 The auditor may be engaged to audit the financial statements of an 
employee benefit plan in accordance with generally accepted auditing 
standards (full-scope audit). Alternatively, ERISA allows the plan 
administrator to instruct the auditor not to perform any auditing procedures 
with respect to information prepared and certified by a bank or similar 
institution, or by an insurance carrier that is regulated, supervised, and 
subject to periodic examination by a state or federal agency. This limited-
scope audit is permitted by section 2520.103-8 of the Department of Labor's 
Rules and Regulations for Reporting and Disclosure under the Employee 
Retirement Income Security Act of 1974. Guidance on the auditor's report and 
responsibilities for this type of limited-scope examination is provided in 
paragraphs 13.16 through 13.19. 
5.3 Generally, the plan's financial statements accompany the Form 5500 that 
is filed by the plan administrator. Form 5500 requires footnote disclosure 
of any differences between the audited financial statements and the 
statements included as part of the Form 5500. The DOL may reject a filing 
that does not properly reconcile information contained in the financial 
statements with information contained in the Form 5500. 
5.4 Other information in the Form 5500 may be relevant to an independent 
auditor's examination or to the continuing propriety of his or her report. 
The auditor's responsibility for information in the Form 5500 does not extend 
beyond the financial information identified in his or her report, and the 
auditor has no obligation to perform any procedures to corroborate other 
information contained in the Form 5500. However, the auditor should read the 
other information and consider whether such information, or the manner of its 
presentation, is materially inconsistent with information, or the manner of 
its presentation, appearing in the financial statements. If the auditor 
concludes that there is a material inconsistency, he or she should determine 
whether the financial statements, the auditor's report, or both require 
revision. If the auditor concludes that they do not require revision, he or 
she should request the client to revise the other information. If the other 
information is not revised to eliminate the material inconsistency, the 
auditor should consider other actions such as revising his or her report to 
include an explanatory paragraph describing the material inconsistency, 
withholding the use of the auditor's report in the document, and withdrawing 
from the engagement. The action he or she takes will depend on the 
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particular circumstances and the significance of the inconsistency in the 
other information. 
5.5 If, while reading the other information contained in the Form 5500, the 
auditor becomes aware of information that he or she believes is a material 
misstatement of fact that is not a material inconsistency, the auditor should 
discuss the matter with the client. In connection with this discussion, the 
auditor should consider that he or she may not have the expertise to assess 
the validity of the statement, that there may be no standards by which to 
assess its presentation, and that there may be valid differences of judgment 
or opinion. If the auditor concludes that he or she has a valid basis for 
concern, the auditor should propose that the client consult with some other 
party whose advice might be useful, such as the client's legal counsel. 
5.6 If, after discussing the matter, the auditor concludes that a material 
misstatement of fact remains, the action the auditor takes will depend on his 
or her judgment in the particular circumstances. The auditor should consider 
steps such as notifying the client in writing of his or her views concerning 
the information and consulting his or her legal counsel as to further 
appropriate action in the circumstances. 
5.7 ERISA requires that certain supplemental schedules accompany the basic 
financial statements. Usually the auditor is engaged to report on such 
supplemental schedules only in relation to the basic financial statements 
taken as a whole. In such circumstances, the auditor's measure of 
materiality with regard to the information in the supplemental schedules is 
the same as that for the financial statements taken as a whole. The 
auditor's responsibility for reporting on a document that contains 
information in addition to the client's basic financial statements is 
described in SAS No. 29, Reporting on Information Accompanyine the Basic 
Financial Statements in Auditor-Submitted Documents. If the auditor is 
engaged to express an opinion on the supplementary information, as described 
in SAS No. 62, Special Reports, the measurement of materiality must be 
related to each individual element, account, or item reported on rather than 
to the aggregate thereof on the basic financial statements taken as a whole. 
5.8 Plans with 100 or more participants at the beginning of the plan year 
that do not qualify under exemptions discussed in appendix A are required to 
engage an auditor to report on the plan's financial statements and schedules 
for inclusion in the Form 5500. Department of Labor Regulations section 
2520.103-1 contains the requirements for the auditor's report. In addition, 
plans with fewer than 100 participants that are filing Form 5500 under the 
80-120 participation rule (80 at the beginning of the year and more than 100 
at the end of the year or 120 at the beginning of the year and fewer than 100 
at the end of the year) are also required to engage an auditor to report on 
the plan's financial statements and schedules for inclusion in the Form 5500. 
PLANNING THE AUDIT 
5.9 SAS No. 22, Planning and Supervision, contains guidance on planning an 
audit in accordance with generally accepted auditing standards. The planning 
process involves the development of an overall strategy for the expected 
conduct of the audit. The nature, timing, and extent of planning will vary 
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according to the type of employee benefit plan, size and complexity of the 
plan's operations, and any restrictions placed on the audit (see paragraph 
5.2). 
5.10 If the auditor of the plan's financial statements is also the auditor 
of the financial statements of the sponsoring employer, it may be more 
efficient for the auditor to coordinate the audits, particularly with regard 
to the testing of payroll and participant data provided to the plan's 
actuary. 
5.11 The auditor should be familiar with ERISA, applicable sections of the 
IRC, and related DOL and IRS regulations and the potential effect on the 
plan. For further discussion of the applicable laws and regulations, see 
appendix A. 
5.12 The auditor's considerations in forming an opinion on the financial 
statements of an employee benefit plan consist of obtaining and evaluating 
evidential matter regarding management's assertions in the financial 
statements. Assertions are representations by management that are embodied in 
the financial statements. They can be either explicit or implicit and can be 
classified according to the following broad categories: existence and 
occurrence, completeness, rights and obligations, evaluation and allocation, 
and presentation and disclosure. 
5.13 In selecting particular substantive tests to achieve the audit 
objectives that the auditor has developed, the auditor considers (a) the 
assessment of the level of control risk, (b) the relative risk of errors or 
irregularities that would be material to the financial statements, and (c) 
the expected effectiveness and efficiency of tests. These considerations 
include the materiality of the items being tested, the kind and competence of 
available evidential matter, and the nature of the audit objective to be 
achieved. The results of the auditor's substantive tests and his or her 
assessment of the level of inherent risk and control risk should provide a 
reasonable basis for the auditor's opinion. 
INITIAL AUDITS OF THE PLAN 
5.14 If the auditor did not audit the plan's financial statements for the 
prior year, he or she should apply procedures that are practicable and 
reasonable in the circumstances to obtain reasonable assurance that the 
accounting principles used by the plan in the current and the preceding year 
are consistent. If the plan has maintained adequate records, the auditor 
ordinarily should be able to apply auditing procedures to determine that 
generally accepted accounting principles have been consistently applied. 
5.15 Certain areas require special consideration in an initial audit of a 
plan's financial statements. The auditor should consider the completeness of 
participant data and records of the prior year, especially as they relate to 
participant eligibility, amounts and types of benefits, eligibility for 
benefits, and individual account balances. The nature, timing, and extent of 
auditing procedures applied by the auditor are a matter of judgment and will 
vary with such factors as the adequacy of past records, the significance of 
beginning balances, and the complexity of the plan's operations. 
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COMMUNICATION AND COORDINATION 
5.16 Communication and coordination considerations are a particularly 
important aspect in performing an audit of a plan because of the many parties 
who normally maintain accounting records of the plan or are involved in the 
administration of the plan, such as the plan sponsor, trustees, administra-
tor, investment trustee, insurance company, other independent auditors, 
actuary, and attorney. 
5.17 SAS No. 61, Communications With Audit Committees, establishes a 
requirement that the auditor determine that certain matters related to the 
conduct of an audit are communicated to those who have a responsibility for 
the oversight of the financial reporting process. Communications required by 
SAS No. 61 are applicable to entities that either have an audit committee or 
that have otherwise formally designated oversight of the financial reporting 
process to a group equivalent to an audit committee. Communication with the 
audit committee (or similar entity as discussed above) by the auditor on 
certain specified matters when they arise in the conduct of an audit is 
required by other standards, including the following: 
o SAS No. 36, Review of Interim Financial Information 
o SAS No. 53, The Auditor's Responsibility to Detect Errors and 
Irregularities 
o SAS No. 54, Illegal Acts by Clients 
o SAS No. 60, Communication of Internal Control Structure Related 
Matters Noted in an Audit 
INFORMATION GATHERING 
5.18 The early stage of planning ordinarily includes obtaining sufficient 
information to identify the significant aspects of the audit. The auditor 
should consider applying the following procedures to gather information for 
planning the audit. 
a. Discuss with trustees, plan administrator, or other appropriate 
representative of the plan the scope of the audit. Determine 
whether the scope of the audit will be restricted (limited-scope 
audit), for example, to exclude financial information certified by 
a bank or insurance carrier (5.2). The types of reports and other 
services to be rendered should also be discussed, including the 
supplementary information, if any, required by ERISA and DOL 
regulations; the auditor should determine what supplementary 
information will be reported on, as required by ERISA and DOL 
regulations, and on what information he or she will disclaim an 
opinion. 
b. Make inquiries of plan management whether--
1. The plan's financial statements will be prepared in conformity 
with generally accepted accounting principles or with another 
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basis of accounting permitted by ERISA or DOL regulations (see 
paragraphs 13.10 through 13.13). 
2. Investment assets are held by outside custodians. If 
investment assets are held by outside custodians, the auditor 
should determine the location of investments and the nature of 
safekeeping arrangements, including whether the investments are 
held in the name of the plan. 
3. The plan's accounting records and participant data are 
maintained by the plan sponsor, by a bank, by an insurance 
carrier, or by other outside parties; and how they are 
maintained. 
4. A data processing service center is used. 
5. Periodic financial statements are prepared. 
6. The plan maintains a list of parties in interest, as defined by 
ERISA section 3(14). 
7. The plan has procedures for identifying reportable transactions 
as defined by ERISA and applicable DOL regulations. 
8. The plan maintains a list of entities whose employees are 
participants in the plan. 
9. The plan has either an audit committee or a group equivalent to 
an audit committee that has been formally designated oversight 
of the financial reporting process. 
c. Read the plan instrument, including amendments, to determine, among 
other things, whether the plan is (1) a single employer or 
multiemployer plan, (2) a contributory or noncontributory plan, and 
(3) required to be funded or not. 
d. Read agreements with trustees, investment advisors, and insurance 
companies to determine whether the plan is a self-funded, insured, 
or split-funded plan. If the plan is an insured or split-funded 
plan, determine the type of insurance contract (for example, 
deposit administration, immediate participation guarantee, or 
individual policy). 
e. Review the prior-year financial statements and Form 5500, filings 
with the IRS and DOL and related correspondence, and the status of 
IRS determination letters and DOL advisory or exemption opinions, 
if any. Consider the tax-exempt status of the plan, including 
whether the plan has procedures for assuring compliance with 
applicable IRC plan qualification requirements. 
f. Determine the extent of involvement, if any, of specialists, 
internal auditors, and other independent auditors. 
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g. Read reports from the plan's actuary, bank or trustee, insurance 
company, service auditors, other independent auditors, and internal 
auditors. After reading these reports, communications may be 
necessary with the preparers of these reports to determine the 
extent of audit procedures or the ability to rely on the content of 
any of these reports. 
h. Consider discussing with actuaries their use of participant and 
other data that is significant to the actuarial computations. 
Determine the extent of testing of participant data that is 
necessary by the auditor. 
AUDIT RISK 
5.19 In determining the scope of audit procedures to be performed, the 
auditor should be aware that certain aspects of employee benefit plans are 
usually subject to a greater level of audit risk. The risk of error is 
greater for some balances or classes of transactions than others. Also, 
financial statement assertions derived from accounting estimates pose greater 
risk than do those derived from relatively routine, factual data. 
5.20 SAS No. 47, Audit Risk and Materiality in Conducting an Audit, provides 
guidance on the auditor's consideration of audit risk and materiality when 
planning or performing an audit of financial statements in accordance with 
generally accepted auditing standards. A few areas presenting particular 
audit risk when auditing employee benefit plans are (a) the fair market value 
of investments with no readily ascertainable market, (b) new types of 
investments, and (c) benefit amounts. 
5.21 The auditor's judgment about the level of risk on the audit may affect 
engagement staffing, extent of supervision, overall strategy for expected 
conduct and scope of the audit, and degree of professional skepticism. For 
example, if an aspect of the audit is judged to involve high risk, the 
auditor should consider staffing the engagement with auditors having 
appropriate relevant experience in auditing the aspect assessed to have high 
risk, increase the extent of audit work, and use a higher degree of 
professional skepticism. 
5.22 In assessing audit risk, the following factors should be considered: 
Management characteristics 
o Plan operating and administrative policies are dominated by a 
single person. 
o Plan sponsor places undue emphasis on investment earnings. 
o Management lacks experience in dealing with employee benefit 
matters. 
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Operating and industry characteristics 
o Plan investment decision making is decentralized without adequate 
monitoring. 
o A significant number of contributing employers within an industry 
have filed for protection under the bankruptcy laws. 
Engagement characteristics 
o Investment transactions appear to be made by an investment broker 
related to the trustee. 
o Investment strategies have been changed. 
o The marketability of investments held has decreased. 
o In the prior period(s), a significant number of differences arose 
in calculation of benefit payments. 
o The sponsor has cash flow difficulties. 
INTERNAL CONTROL STRUCTURE 
5.23 SAS No. 55, Consideration of Internal Control Structure in a Financial 
Statement Audit, describes the elements of an internal control structure and 
explains how an auditor should consider the internal control structure in 
planning and performing an audit. The internal control structure of employee 
benefit plans is discussed in chapter 6. 
DATA PROCESSING PROVIDED BY INDEPENDENT ORGANIZATIONS 
5.24 Many employee benefit plans use some form of data processing that is 
provided by an independent organization. Guidance on auditing records where 
third party services are significantly involved with data processing is 
contained in (a) SAS No. 44, Special-Purpose Reports on Internal Accounting 
Controls at Service Organizations; (b) AICPA Audit and Accounting Guide 
Consideration of the Internal Control Structure in a Financial Statement 
Audit: and (c) AICPA Audit and Accounting Guide Audits of Service-Center-
Produced Records. 
ANALYTICAL PROCEDURES 
5.25 SAS No. 56, Analytical Procedures, provides guidance on the use of 
analytical procedures and requires the use of analytical procedures in the 
planning and overall review stages of all audits. For planning purposes, 
these procedures should focus on (a) enhancing the auditor's understanding of 
the plan and the transactions and events that have occurred since the last 
audit date, and (b) identifying areas that may represent specific risk 
relevant to the audit. These procedures can help to identify such things as 
the existence of unusual transactions and events, and amounts, ratios, and 
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trends that might indicate matters that have financial statement and audit 
planning ramifications. 
5.26 The following are examples of analytical procedures that the auditor 
may find useful in planning an audit of an employee benefit plan: 
o Comparison of investment balances with prior period amounts 
o Analysis of changes in contributions and benefit payments during 
the current period based on statistical data (for example, number 
of participants eligible to receive benefits in the current period, 
number of terminations) 
PARTY IN INTEREST TRANSACTIONS 
5.27 Section 3(14) of ERISA defines a party in interest to include 
fiduciaries or employees of the plan, any person who provides services to the 
plan, an employer whose employees are covered by the plan, an employee 
association whose members are covered by the plan, a person who owns 30 
percent or more of such an employer or employee association, or relatives of 
such persons above. 
5.28 Certain plan transactions with parties in interest are prohibited under 
ERISA sections 401-414 and are required, without regard to their materiality, 
to be disclosed in the plan's annual report to the DOL (see appendix A for a 
discussion of DOL reporting requirements). Prohibited transactions are also 
of interest from the perspective of the plan's financial statements because 
they can give rise to significant receivables; a plan fiduciary is liable to 
make good on losses to the plan resulting from a breach of fiduciary duty, 
and to restore to the plan any profits that the fiduciary made through the 
use of the plan's assets. The potential effects of any contingencies on the 
plan as a result of engaging in prohibited transactions may need to be 
disclosed in the plan's financial statements in accordance with the 
requirements of FASB Statement No. 5, Accounting for Contingencies. 
5.29 Prohibited transactions have a potentially greater impact on the other 
party to the transactions than they do on the plan. ERISA provides for the 
levy of an excise tax on the other party up to the full amount of the 
prohibited transaction. Also, the fiduciary generally must reverse the 
transaction, compensate the plan for any losses, and return any profits made 
using plan assets. 
5.30 Transactions between a plan and a party in interest that are generally 
prohibited under section 406(a) of ERISA include--
o A sale, exchange, or lease of property. 
o A loan or other extension of credit. 
o The furnishing of goods, services, or facilities. 
o A transfer of plan assets to a party in interest for the use or 
benefit of a party in interest. 
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o An acquisition of employer securities or real property in violation 
of the 10 percent limitation. 
5.31 There are certain exceptions dealing with party in interest 
transactions that do not prevent a plan fiduciary from receiving reasonable 
compensation for services to a plan, or receiving benefits from a plan as a 
participant or beneficiary, as long as such benefits are in accordance with 
the terms of a plan as applied to all other participants and beneficiaries. 
In addition, payments to parties in interest for reasonable compensation for 
office space and legal, accounting, and other services necessary for the 
operation of a plan are permitted. 
5.32 An audit performed in accordance with generally accepted auditing 
standards cannot be expected to provide assurance that all party in interest 
transactions will be discovered. Nevertheless, during the course of his or 
her audit, the auditor should be aware of the possible existence of party in 
interest transactions that are required to be disclosed. Procedures directed 
toward identifying party in interest transactions that are ordinarily 
performed during the planning phase of the audit are listed in paragraph 
11.5. 
5.33 Chapter 11 and appendix A discuss additional procedures and 
considerations related to party in interest transactions. 
ERRORS, IRREGULARITIES, AND ILLEGAL ACTS 
5.34 In addition to the audit risks noted above, SAS No. 53, The Auditor's 
Responsibility to Detect and Report Errors and Irregularities, sets forth the 
auditor's responsibility for the detection of errors and irregularities in 
audits of financial statements conducted in accordance with generally 
accepted auditing standards. It also describes factors that influence the 
auditor's ability to detect such errors and irregularities and explains how 
the exercise of due care should give appropriate consideration to the 
possibility of errors and irregularities. 
5.35 SAS No. 53 requires the auditor to assess the risk that errors and 
irregularities may cause the financial statements to contain a material 
misstatement. Based on that assessment, the auditor should design the audit 
to provide reasonable assurance of detecting errors and irregularities that 
are material to the financial statements. Chapters 12 and 13 discuss 
considerations related to the disclosure and reporting implications of errors 
and irregularities. 
5.36 SAS No. 54, Illegal Acts by Clients, sets forth the nature and extent 
of the consideration an auditor should give to the possibility of illegal 
acts by a client. The term illegal acts, for purposes of that statement, 
relates to violations of laws or government regulations. 
ACCOUNTING ESTIMATES 
5.37 In determining the scope of audit procedures to be performed, the 
auditor should recognize that certain areas of employee benefit plans 
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operations require accounting estimates that may be material in the 
preparation and presentation of financial statements. SAS No. 57, Auditing 
Accounting Estimates, provides guidance on obtaining and evaluating 
sufficient competent evidential matter to support significant accounting 
estimates. While the responsibility for making estimates is that of 
management, the auditor is responsible for evaluating reasonableness of 
estimates and should consider appropriate procedures and planning to perform 
the audit. These should consider both subjective and objective factors. 
5.38 Although significant accounting estimates may affect many elements of 
an employee benefit plan's financial statements, they often affect the 
following: 
o Asset values for nonreadily marketable investments 
o The obligation for accumulated postemployment benefit obligations 
o The obligation for accumulated eligibility credits 
o Accrued experience rating adjustments 
GOING CONCERN CONSIDERATIONS 
5.39 SAS No. 59, The Auditor's Consideration of an Entity's Ability to 
Continue as a Going Concern, provides guidance to the auditor with respect to 
evaluating whether there is substantial doubt about the entity's ability to 
continue as a going concern. For financial reporting purposes, continuation 
of a plan as a going concern is assumed in the absence of significant 
information to the contrary. Ordinarily, information that significantly 
contradicts the going concern assumption relates to the plan's ability to 
continue to meet its obligations as they become due without an extraordinary 
contribution by the sponsor or substantial disposition of assets outside the 
ordinary course of business, externally forced revision of its operations, or 
similar actions. 
5.40 SAS No. 59 states that the auditor has a responsibility to evaluate 
whether there is substantial doubt about the plan's ability to continue as a 
going concern for a reasonable period of time, not to exceed one year beyond 
the date of the financial statements being audited. The auditor considers 
the results of the procedures performed in planning, gathering evidential 
matter relative to the various audit objectives, and completing the audit to 
identify conditions and events that, when considered in the aggregate, create 
substantial doubt about the plan's ability to continue as a going concern for 
a reasonable period of time. An explanatory paragraph is required regardless 
of the auditor's assessment of asset recoverability and amount and 
classification of liabilities. For example, if the sponsoring employer 
intends to terminate the plan within twelve months of the date of the 
financial statements, the auditor should include an explanatory paragraph in 
his or her report that discloses that fact. 
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CHAPTER 6 
INTERNAL CONTROL STRUCTURE 
6.1 The second standard of fieldwork states that a sufficient understanding 
of the internal control structure is to be obtained to plan the audit and to 
determine the nature, timing, and extent of tests to be performed. The 
following paragraphs summarize the auditor's consideration of the internal 
control structure under SAS No. 55. 
An entity's internal control structure consists of three 
elements: the control environment, the accounting system, and 
control procedures. In all audits, the auditor should obtain a 
sufficient understanding of each of the three elements to plan 
the audit by performing procedures to understand the design of 
policies and procedures relevant to audit planning and whether 
they have been placed in operation. 
After obtaining this understanding, the auditor assesses control 
risk for the assertions embodied in the account balance, 
transaction class, and disclosure components of the financial 
statements. The auditor may assess control risk at the maximum 
level (the greatest probability that a material misstatement that 
could occur in an assertion will not be prevented or detected on 
a timely basis by an entity's internal control structure) because 
he or she believes policies and procedures are unlikely to 
pertain to an assertion, are unlikely to be effective, or because 
evaluating their effectiveness would be inefficient. 
Alternatively, the auditor may obtain evidential matter about the 
effectiveness of both the design and operation of a policy or 
procedure that supports a lower assessed level of control risk. 
Such evidential matter may be obtained from tests of controls 
planned and performed concurrently with obtaining the 
understanding or from procedures performed to obtain the 
understanding that were not specifically planned as tests of 
controls. 
After obtaining the understanding and assessing control risk, the 
auditor may desire to seek a further reduction in the assessed 
level of control risk for certain assertions. In such cases, the 
auditor considers whether evidential matter sufficient to support 
a further reduction is likely to be available and whether 
performing additional tests of controls to obtain such evidential 
matter would be efficient. 
The auditor uses the knowledge provided by the understanding of 
the internal control structure and the assessed level of control 
risk in determining the nature, timing, and extent of substantive 
tests for financial statement assertions. 
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CONSIDERING THE INTERNAL CONTROL STRUCTURE 
6.2 In obtaining an understanding of the control environment, the auditor 
gains knowledge about the overall attitude, awareness, and actions of the 
plan administrator, board of trustees, and others concerning the importance 
of control and its emphasis in the entity. In this connection, the auditor 
considers management's philosophy and operating style, the plan's 
organizational structure, methods of assigning authority and responsibility, 
and other factors related to the control environment. In gaining an 
understanding of the control environment, the auditor should normally 
consider the plan administrator's and others' attitude, awareness, and 
actions related to ERISA or other compliance matters (for example, ERISA's 
prohibited transaction rules) that might affect the plan's financial 
statements and schedules. 
6.3 The auditor's understanding of the accounting system and control 
procedures is ordinarily obtained through discussion with plan personnel and 
review of documents in the office of the plan administrator (appendix B 
contains examples of certain internal control policies and procedures a plan 
might establish). The understanding of the accounting system and relevant 
control procedures, along with information about the control environment, is 
used to assess the risk of a material misstatement in financial statement 
assertions. 
6.4 In some cases, a third party administrator or service organization, 
which might include a bank trustee, insurance company or contract 
administrator (hereafter referred to collectively as service organization), 
executes certain transactions and maintains the related accountability on 
behalf of the plan administrator. In some cases, the auditor may need to 
consider the internal control structure maintained by the service 
organization in addition to that maintained by the plan administrator. The 
following are two examples of such a service organization: 
a. Trustee that invests and holds assets for a plan. If the service 
organization has been granted discretionary authority over plan 
assets, the plan administrator usually will not have broker's 
advice (or other similar evidence) regarding the transactions 
executed by the service organization. In that case, the auditor 
ordinarily should obtain an understanding of the internal control 
structure at the service organization with respect to those 
transactions, or apply substantive tests at the service 
organization. 
b. Service organization that invests and holds assets for a plan under 
a nondiscretionary or directed trust arrangement. In this case, 
the plan maintains independent records of the transactions, and the 
auditor does not need to obtain an understanding of the service 
organization's internal control structure necessary to plan the 
audit. However, the auditor may find it efficient to reduce the 
assessed level of control risk by considering the service 
organization's internal control structure, and would obtain such an 
understanding. 
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The auditor may obtain an understanding of the internal control structure of 
the service organization by inquiry and inspection of documentation (for 
example, flowcharts prepared by the service provider) maintained by the plan 
administrator. Alternatively, the auditor may obtain such understanding by 
reading a report of an auditor (the service auditor) on the service 
organization's control structure. 
6.5 After obtaining the necessary understanding of the internal control 
structure of the service organization, the auditor may decide that no further 
reduction in the assessed level of control risk is warranted. On the other 
hand, the auditor may decide in the interest of audit efficiency to ascertain 
the effectiveness of the service organization's internal control structure in 
order to reduce the assessed level of control risk. In the latter case, the 
auditor may decide to--
a. Obtain a report of an auditor (the service auditor) as to the 
effectiveness of the internal control structure of the segment of 
the service organization that executes transactions for the plan 
or, if that segment of the service organization is not 
distinguishable, obtain a service auditor's report that covers both 
the design of the service organization's internal control structure 
and the tests that support a reduction of the assessed level of 
control risk; or 
b. Perform additional tests of controls at the plan, if the necessary 
records are available, or at the service organization. If tests of 
controls are to be performed at the service organization, it may be 
possible to arrange for the tests to be performed by the service 
auditor. 
6.6 When the auditor uses the report of a service auditor to support a 
reduction of the assessed level of control risk, the auditor should ensure, 
by conversations with the service auditor or otherwise, that the report 
encompasses the service organization's systems through which material plan 
transactions are processed. SAS No. 44, Special-Purpose Reports on Internal 
Accounting Control at Service Organizations, provides further guidance on use 
of a service auditor's report. 
6.7 SAS No. 44 also provides guidance for situations in which the service 
organization maintains controls that interact with the plan's controls, such 
as when a service bureau processes payroll transactions, prepares reports of 
employee census data, or performs other specialized accounting functions for 
the plan. 
DOCUMENTATION 
6.8 The auditor should document the understanding of the plan's internal 
control structure elements obtained to plan the audit. In addition, the 
auditor should document the basis for his or her conclusions about the 
assessed level of control risk. Conclusions about the assessed level of 
control risk may differ as they relate to various account balances or classes 
of transactions. However, for those financial statement assertions where 
control risk is assessed at the maximum level, the auditor should document 
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his or her conclusion that control risk is at the maximum level but need not 
document the basis for that conclusion. For those assertions where the 
assessed level of control risk is below the maximum level, the auditor should 
document the basis for his or her conclusion that the effectiveness of the 
design and operation of internal control structure policies and procedures 
supports that assessed level. The nature and extent of the auditor's 
documentation are influenced by the assessed level of control risk used, the 
nature of the entity's internal control structure, and the nature of the 
entity's documentation of its internal control structure. 
REPORTABLE CONDITIONS 
6.9 SAS No. 60, Communication of Internal Control Structure Related Matters 
Noted in an Audit, requires that reportable conditions be communicated to the 
entity's audit committee or individuals with a level of authority and 
responsibility equivalent to an audit committee in organizations that do not 
have one. Reportable conditions are matters coming to the auditor's 
attention that, in his or her judgment, should be communicated to the audit 
committee because they represent significant deficiencies in the design or 
operation of the internal control structure, which could adversely affect the 
organization's ability to record, process, summarize, and report financial 
data consistent with the assertions of management in the financial 
statements. For a single employer plan that does not have an audit 
committee, the individual with the level of authority and responsibility 
equivalent to an audit committee would normally be the named fiduciary, which 
is often the plan sponsor, an officer thereof, or the sponsor's board of 
directors. For a multiemployer plan, authority and responsibility equivalent 
to that of an audit committee would ordinarily rest with the board of 
trustees. 
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CHAPTER 7 
AUDITING INVESTMENTS 
BACKGROUND 
7.1 The investments of an employee benefit plan often consist of marketable 
securities, such as common or preferred stocks, bonds, notes, or shares of 
registered investment companies. Other investments may include real estate, 
mortgages or other loans, leases, nonreadily marketable securities, or units 
of participation in common or commingled trust funds maintained by a bank or 
similar institution. Investments may also be in the form of deposit 
administration or immediate participation guarantee contracts and individual 
or pooled separate accounts maintained by an insurance company. 
7.2 Within the last decade, many plans have adopted aggressive investment 
strategies that incorporate a variety of techniques or specialized products 
to increase investment returns. Use of investment advisors has increased and 
their roles are increasingly specialized. It is common for larger plans to 
use more than one advisor with the intention of increasing diversity in their 
portfolios through asset allocation. Many of these advisors are specialists 
selected to invest a portion of the plan's portfolio in a particular product 
or industry, or to use specialized strategies or techniques. 
7.3 During this same period, corporate restructurings have increased the 
frequency of divestitures and management buyouts. Leveraged buyouts have 
become a common means of financing these transactions. Corporate financing 
strategy has given rise to an increase in the use of debt, and a market for 
high-risk junk bonds has been created. More recently, defaults by issuers of 
junk bonds, as well as the financial difficulties encountered in the savings 
and loan industry and the need for financial institutions to maintain 
adequate capital levels, are posing questions of national interest. These 
and other issues are reflective of the increased inherent risk in many 
employee benefit plan investment portfolios. This increase is, in part, 
reflective of the complexity in valuing unique, specialized, or nonreadily 
marketable securities. It is moreover a reflection of the changing nature of 
pension and benefit plan portfolios that once were considered to follow 
conservative investment policies and approaches. 
7.4 Advisors also are using existing investments for new or different 
purposes. Many newer forms of investments, such as repurchase or reverse. 
repurchase agreements, futures and options, and securities lending 
arrangements, are now available. Collateralized mortgage obligations, 
REMICs, and a myriad of securitized portfolio investments are part of the 
growing list of specialized real estate related investment securities found 
in plan portfolios. 
7.5 Chapter 5 discusses planning procedures, including those relevant to 
auditing investments. In planning the audit, the auditor should possess or 
obtain an understanding of these investments and their audit implications. 
Similarly, the auditor in planning his or her work should have or obtain 
an understanding of the role of the investment manager or advisor (for 
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self-directed plans, the participants themselves) and how that role 
interrelates to the plan, trustee, administrator, or custodian with respect 
to investment decisions or plan administration. 
7.6 Paragraphs 7.7 through 7.22 discuss the auditing objectives and related 
procedures for auditing trusteed assets, and paragraphs 7.33 through 7.42 
discuss the auditing objectives and related procedures for auditing plan 
assets held with an insurance company. Paragraphs 7.43 and 7.44 discuss the 
auditing objectives and related procedures for auditing certain other types 
of plan investments. Paragraph 7.45 discusses the auditing procedures to be 
performed when the audit is limited with respect to assets held by a bank or 
similar institution or insurance company.24 
TRUSTEED ASSETS 
7.7 Although investments are an integral part of the assets and operations 
of an employee benefit plan, the investment activities ordinarily are 
administratively distinct from other aspects of the plan because the plan 
administrator or named fiduciary usually engages a trustee or an investment 
manager, or both. 
7.8 In a directed trust, the trustee acts as custodian of a plan's 
investments and is responsible for collecting investment income and handling 
trust asset transactions as directed by the party named as having discretion 
to make investment decisions, such as the plan administrator, the plan's 
investment committee, or the plan's investment advisor. A discretionary 
trust differs in that the trustee has discretionary authority and control 
over investments and is authorized by the plan or its investment committee to 
make investment decisions. A discretionary trust gives the trustee authority 
to purchase and sell investment assets within the framework of the trust 
instrument. There are many variations of investment authority that may be 
given to the trustee, such as a combination of discretionary and directed 
arrangements within a trust. Furthermore, a plan may have one or more trusts 
as well as one or more custodial or safekeeping accounts. Many multiemployer 
plans make use of the services of a third party administrator (TPA) who 
contracts to be responsible for plan administration. While TPAs are not 
normally considered trustees under ERISA, there may be circumstances where 
they perform investment income collection or other related functions. 
7.9 Trustees generally are responsible for the safekeeping of the 
investments under their control. Sometimes, however, a plan will not appoint 
a trustee to maintain custody of the plan's investments but, rather, will 
self-administer the investments and investment transactions and provide for 
their safekeeping with a custodian. 
7.10 The auditor should be aware that the auditing procedures will vary 
according to the nature of the trustee arrangement (discretionary or 
24
 See paragraphs 13.16 through 13.19 for a discussion of the scope of the 
audit when it is limited with respect to assets held by banks, similar 
institutions, or insurance carriers. 
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directed) and the physical location and control of the plan's records and 
investments. 
Auditing Objectives 
7.11 The objectives of auditing procedures applied to investments and 
related transactions are to provide the auditor with a reasonable basis for 
concluding--
a. Whether all investments are recorded and exist. 
b. Whether investments are owned by the plan and are free of liens, 
pledges, and other security interests or, if not, whether the 
security interests are identified. 
c. Whether investment principal and income transactions are recorded 
and investments are properly valued in conformity with generally 
accepted accounting principles. 
d. Whether information about investments is properly presented and 
disclosed. 
General Auditing Procedures 
7.12 The auditing procedures to be applied to the investments of a plan 
ordinarily should include25--
a. Obtaining an understanding of the plan's investment strategy and 
its impact on the plan's investment portfolio. Generally the audit 
risk associated with valuation of nonreadily marketable, 
specialized or unique securities would also be assessed annually as 
would the determination of whether the inherent risk of investments 
held by the plan had changed. 
b. Obtaining an analysis of changes in investments during the period. 
The analysis ordinarily will include such information as (1) the 
name of the issuer, (2) a description of the investment, including 
the number of shares of stock, par value of bonds, principal amount 
of mortgages, maturity date, interest rate, and collateral, (3) 
cost and fair value at the beginning and end of the period and the 
basis of determining the fair value, and (4) cost of investments 
acquired and proceeds from investments sold during the period. 
c. Obtaining evidence regarding the existence and ownership of 
investments and information about any liens, pledges, or other 
security interests, either by direct confirmation from the trustee 
or custodian or by physical count (in the increasingly less common 
circumstance where securities are held in the plan or employer's 
vault or safe deposit box and registered in the name of the plan or 
its nominee). With respect to the confirmation procedure, the 
25
 When deemed appropriate, these procedures can be used for audits of a 
directed trust. 
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trustee, such as a bank, is legally responsible for assets held in 
its trust department. Thus, if a plan's investments are held by a 
bank's trust department, the auditor ordinarily accepts a 
confirmation from the bank as evidence of the existence and 
ownership of the investments. When a confirmation is used, the 
auditor should obtain information regarding the trustee's 
responsibility and financial capability. Procedures that the 
auditor may consider include--
1. Reviewing the trust instrument provision to determine the 
trustee's responsibilities. 
2. Determining whether the trustee has insurance covering the plan 
assets under his or her control. 
3. Reading recent financial statements of the trustee. 
The auditing procedures in paragraph 7.15 ordinarily will provide 
additional evidence regarding the existence and ownership of plan 
assets. 
d. Reviewing minutes, agreements, and confirmations for evidence of 
liens, pledges, or other security interest in investments. 
e. Testing investment transactions by--
1. Determining that they were properly authorized. 
2. Examining brokers' advices, cash records, and other supporting 
documentation for the historical cost or selling price, 
quantity, identification, and dates of acquisition and disposal 
of the investments. 
3. Comparing prices at which purchases and sales were recorded 
with published market price ranges on the trade dates. 
4. Checking the computation of realized and unrealized gains and 
losses when such items are presented in the statement of 
changes in net assets or in the notes to the financial 
statements. (See appendix A for specific DOL rules regarding 
the computation of realized gains and losses.) 
f. Confirming with the plan's custodian or cotrustee broker the status 
of any securities that are in transit. 
g. Determining whether income accruing from investments during the 
period has been properly recorded. If the investment manager's 
compensation is material and is based on the plan's investment 
performance or other similar criteria, a determination should be 
made that the investment performance criteria impacting such 
compensation have been adequately tested to serve both purposes. 
It may be necessary for the plan administrator to engage a 
specialist as part of this procedure. 
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h. Testing the fair value of investments by reference to market 
quotations or other evidence of fair value. If fair value has been 
determined in good faith by the plan's board of trustees, 
administrative committee, or other designated party, the plan 
auditor does not substitute his or her judgment for that of the 
plan trustees, the plan administrator, or other advisor as the plan 
auditor is not an appraiser or investment banker. In establishing 
the scope of his or her work and when selecting transactions for 
testing, the auditor should take into consideration the increased 
complexity inherent in valuing many of the new forms of 
investments. Procedures that the auditor should consider applying 
include--
1. Reviewing and evaluating the plan's methods and procedures for 
estimating the fair value of investments. 
2. Determining whether the plan's methods and procedures for 
estimating fair value were followed. 
3. Testing the underlying documentation supporting the estimates. 
4. If the investment manager's compensation is material and based 
upon the fair value of plan investments, determining whether 
the fair value of investments has been adequately tested for 
this purpose. 
5. Applying the procedures in SAS No. 11, Using the Work of a 
Specialist. With plans making significantly more investments 
in nonreadily marketable, specialized or unique investments, 
the need to engage a valuation specialist is increasing. The 
auditor should follow the requirements of SAS No. 11. 
6. Inquiring if the plan's board of trustees, administrative 
committee, or other designated party has reviewed and approved 
estimates of the fair value of plan investments, and reading 
supporting minutes or other documentation. 
i. Testing the computation of net change in appreciation or 
depreciation of fair value of investments. 
j . Inquiring of the plan administrator or other appropriate parties if 
they are aware of any situation where the plan's investments or 
other transactions violate applicable laws or regulations (see 
chapters 5, 11, and appendix A for a discussion of prohibited party 
in interest transactions under ERISA). 
Discretionary Trusts 
7.13 SAS No. 55, Consideration of the Internal Control Structure in a 
Financial Statement Audit, requires that in all audits the auditor should 
obtain sufficient understanding of each of three elements of the internal 
control structure (the control environment, the accounting system, and 
control procedures) to plan the audit. This understanding is obtained by 
performing procedures to understand the design of policies and procedures 
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relevant to audit planning and whether they have been placed in operation. 
After obtaining this understanding, the auditor assesses control risk for the 
assertions embodied in the account balance, transaction class, and disclosure 
components of the financial statements. The knowledge provided by the 
understanding of the internal control structure and the assessed level of 
control risk is used in determining the nature, timing, and extent of 
substantive tests for financial statement assertions. 
7.14 If investments are maintained in a discretionary trust arrangement (see 
paragraph 7.8), the plan auditor should apply the auditing procedures 
discussed in paragraph 7.12 as appropriate to records maintained by the plan. 
Under a discretionary trust arrangement, the plan will not have an 
independent record of investment transactions executed by the trust, and thus 
the plan auditor is unable to examine brokers' advices, cash records, and 
other supporting documentation to verify investment transactions. 
7.15 For the plan auditor to obtain an understanding of internal control and 
to assess control risk at the trust department as a basis for restricting his 
or her substantive tests regarding transactions executed by the discretionary 
trust, he or she should do one of the following: 
a. If the trustee has engaged an independent auditor to prepare a 
special-purpose report on the trust department's internal controls 
(sometimes referred to as a single-auditor report), the plan 
auditor should obtain a copy of the latest available report for use 
in determining the scope of the procedures, if any (see SAS No. 44, 
Special-Purpose Reports on Internal Accounting Control at Service 
Organizations).26 Ordinarily it should not be necessary for the 
plan auditor to review the trust department auditor's single-audit 
working papers, provided that the plan auditor is satisfied with 
the professional reputation and independence of the trust 
department auditor (see SAS No.l, section 543.10). 
b. If a special-purpose report on the internal control procedures of 
the trust department cannot be obtained, the plan auditor should 
apply appropriate procedures at the trust department to obtain the 
understanding of internal control structure and to assess control 
risk. Although a report on internal control procedures will not 
provide the auditor with the same level of assurance as audited 
financial statements, it will provide evidence as to the 
effectiveness of the trustee's internal control structure for the 
purpose of determining what additional procedures should be 
performed. In applying those auditing procedures, the plan auditor 
may consider using the work of the trust department's independent 
auditor or internal auditor (see SAS No. 9, The Effect of an 
Internal Audit Function on the Scope of the Independent Auditor's 
Examination). If the plan auditor is unable to apply the auditing 
procedures discussed in this paragraph, he or she ordinarily should 
conclude that it will be necessary to express a qualified opinion 
26
 A task force of the AICPA Auditing Standards Board is revising SAS No. 44. 
The revised guidance will be incorporated into the guide when it becomes 
final. 
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or disclaim an opinion because of the limitation on the scope of 
the audit (see SAS No. 58, Reports on Audited Financial Statements. 
paragraphs 40 through 44). 
The significant number of new and different types of investments generally 
has increased the inherent risk and the audit risk related to plan 
investments. In performing procedures to understand the design of policies 
and procedures relevant to audit planning and whether they have been placed 
in operation, it may not be necessary in all instances to contact the trust 
auditor. The auditor should, however, as necessary to comply with SAS No. 
44, supplement his or her understanding of the trust auditor's procedures and 
conclusions by discussing with the service auditor the scope and results of 
his or her work. 
Investments in Common or Commingled Trust Funds 
7.16 A bank common or commingled trust fund may be used to invest some or 
all of a plan's assets. A plan generally acquires investment units, 
sometimes referred to as units of participation, representing an undivided 
interest in the underlying assets of the trust. The purchase or redemption 
price of the units is determined periodically by the trustee, based on the 
current market values of the underlying assets of the fund. The financial 
statements of many common and commingled trust funds are examined and 
reported on by auditors engaged by the bank. 
7.17 The objectives of auditing procedures applied to investments in common 
and commingled trust funds are to provide the auditor with a reasonable basis 
for concluding--
a. whether the units of participation held by the plan exist. 
b. Whether the units of participation are owned by the plan and are 
unencumbered. 
c. Whether valuation of units of participation at the plan's year-end 
has been determined in conformity with generally accepted 
accounting principles. 
d. Whether purchase, redemption, and income transactions of the units 
held by the plan are properly recorded. 
7.18 The auditing procedures to be applied to investments in common and 
commingled trust funds should include--
a. Confirming directly with the trustee the units of participation 
held by the plan. 
b. Examining documents approving and supporting selected investment 
transactions in units of participation, such as investment 
committee minutes, trust agreements, or investment guidelines. 
c. Obtaining a copy of the current financial statements of the fund 
and relating the reasonableness of the unit information reported in 
the fund's financial statements to unit information recorded by the 
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participating plan, including market values, purchase and sales 
values, and income earned and accrued. In examining documents that 
provide support for the unit value information, the plan auditor 
should do the following: 
1. If the fund's financial statements have been audited by an 
independent auditor, the plan auditor should obtain and read 
the fund's financial statements and the auditor's report. The 
fund's financial statements need not cover the exact period 
covered by the plan's financial statements; they should, 
however, be sufficiently recent to satisfy the plan auditor's 
objectives. The auditor should consider the effect that any 
reported matters, such as restrictions on redemption or 
subjectively determined values, may have on the carrying amount 
of the units of participation held by the plan. If the auditor 
believes that the carrying amount may be impaired, he or she 
should consider applying analytical review procedures to the 
interim financial information of the fund from the date of the 
fund's audited financial statements to determine whether such a 
loss in value has occurred. 
2. If the common or commingled trust fund's financial statements 
are not audited by an independent auditor, the plan auditor 
should obtain a copy of a special-purpose report relating to 
the common or commingled trust fund's internal control 
procedures, if such a report is available. Although a report 
on internal control procedures will not provide the auditor 
with the same level of assurance as audited financial 
statements, it will provide evidence as to the effectiveness of 
the trustee's internal control structure for the purpose of 
determining what additional procedures should be performed. If 
the report is not available, appropriate procedures should be 
performed, including making a study and evaluation of the 
internal accounting control procedures relating to the common 
or commingled trust fund. In applying those auditing 
procedures, the plan auditor may consider using the work of the 
bank's independent auditor or internal auditor. 
If the plan auditor is unable to apply the auditing procedures 
discussed in this paragraph, ordinarily he or she should conclude 
that it will be necessary to express a qualified opinion or 
disclaim an opinion because of the limited scope of the examination 
(see SAS No. 58, paragraphs 40 through 44). 
Master Trusts and Similar Vehicles 
7.19 A company that sponsors more than one employee benefit plan or a group 
of corporations under common control may place assets relating to some or all 
of the plans into one combined trust account, sometimes referred to as a 
master trust. Each plan has an undivided interest in the assets of the 
trust, and ownership is represented by a record of proportionate dollar 
interest or by units of participation. A bank ordinarily serves as the 
trustee for a master trust, acts as custodian, and may or may not have 
discretionary control over the assets. 
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7.20 Plan administrators normally engage an auditor to report only on the 
financial statements of individual plans. The auditing objectives and 
procedures described in paragraphs 7.11 and 7.12 also apply to the activities 
of a master trust in which a plan participates. When the same auditor 
examines the master trust and the individual plans that have some or all of 
their assets in the master trust, it will normally be efficient for the 
auditor first to apply appropriate procedures to the master trust and then to 
examine how ownership is attributed to individual plans. 
7.21 If the master trust is audited by another independent auditor, the plan 
auditor should obtain the other auditor's report on the master trust's 
financial statements. The plan auditor should use this report in a manner 
that is consistent with his or her use of the report of another auditor on 
the financial statements of a common or commingled trust fund (see paragraph 
7.18c). 
7.22 The plan auditor should review the trust instrument to obtain 
reasonable assurance that the accounting for the undivided interest is 
consistent with the instrument. If the instrument does not specify the 
accounting method, the auditor should be satisfied that all administrators of 
plans participating in the master trust agree with the method of allocation. 
INSURANCE CONTRACTS 
7.23 A plan may invest assets with an insurance company pursuant to any of a 
number of different types of contracts. The nature of the contract will 
determine the related accounting and regulatory reporting requirements.27 
7.24 The amounts remitted to an insurance company become the assets of the 
insurance company, for which it, in turn, assumes an obligation to fulfill 
the contract terms. This differs from a bank trust arrangement in which a 
bank holds the assets for the plan as a fiduciary and the assets are not 
included in the bank's financial statements.28 The extent to which the 
assets and transactions related to insurance arrangements are recorded in the 
plan's financial statements, and the extent of auditing procedures to be 
applied, depend on the terms of the contract with the insurance company. 
7.25 For employee benefit plans, the fundamental basis of distinction in 
classifying contracts for accounting purposes is (a) whether the 
contributions are currently used to purchase insurance or annuities for the 
individual participants or (b) whether some or all of the contributions are 
accumulated in an unallocated fund to be used to meet benefit payments as 
they come due or to purchase annuities for participants at retirement or on 
27
 As noted in appendix A, plans funded solely with certain types of 
insurance contracts are not required under ERISA to prepare financial 
statements or engage an independent auditor. 
28
 See paragraphs 7.33 through 7.37 and 7.41 for a discussion of insurance 
company separate accounts. 
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earlier termination of service with a vested right.29 Contractual 
arrangements under which funds are currently allocated to purchase insurance 
or annuities for individual participants are referred to as allocated funding 
arrangements, whereas other arrangements are called unallocated funding 
arrangements. Funds in an unallocated contract may be withdrawn or otherwise 
invested. Some contractual arrangements may involve both allocated and 
unallocated funding. Essentially, allocated contracts are excluded from, and 
unallocated contracts are included in, plan assets.30 
7.26 Allocated funding arrangements include insurance or annuity contracts 
in which the insurer has a legal obligation to make all benefit payments for 
which it has received the premiums or requested consideration. Allocated 
funding instruments can be individual insurance or annuity contracts, group 
permanent insurance contracts, or conventional deferred group annuity 
contracts. Some of these contracts may also include unallocated side or 
auxiliary funds, which ordinarily would be considered plan assets. 
7.27 Unallocated funding instruments apply to any arrangement under which 
employer or employee contributions to an employee benefit plan are held in an 
undivided fund until they are used to meet benefit payments as they come due 
or to purchase annuities for participants at retirement or on earlier 
termination of employment with vested benefits. Unallocated funding 
ordinarily is associated with a group deposit administration contract (DA) 
and an immediate participation guarantee contract (IPG).31 For investment 
purposes, unallocated funds may be commingled in a general or pooled separate 
account or held in an individual separate account. 
7.28 Determining whether contract assets and related obligations should be 
reported in the plan's financial statements requires a careful review of the 
contract. Typical DA and IPG contracts are unallocated funding arrangements 
and the value of these contracts generally should be included in a plan's 
financial statements. Assets held in separate accounts are similarly 
reflected in the plan's financial statements, since they are unallocated 
amounts held by the insurance company. 
Although the term allocated account is used by insurance companies in 
connection with defined contribution plans when amounts are recorded in 
separate participant accounts, the term allocated, as it is used here, 
refers to situations in which the obligation to pay defined benefits under 
the plan is assumed by the insurance company. 
See paragraph 2.12 in this guide as well as FASB Statement No. 35, 
paragraphs 12 and 112 through 126. 
The term group annuity is frequently applied to a broad category of 
insurance contracts that provide the vehicle for funding pension benefits. 
Those include deferred group annuity contracts, deposit administration 
contracts, and immediate participation guarantee contracts. 
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Deposit Administration Contracts 
7.29 The term deposit administration is applied to a type of contract under 
which contributions are not currently applied to the purchase of single-
payment deferred annuities for individual participants. Under a DA contract, 
payments to the insurance company that are intended to provide future 
benefits to present employees are credited to an account. For investment 
purposes, the monies in the account are commingled with other assets of the 
insurance company. The account is credited with interest at the rate 
specified in the contract; it is charged with the purchase price of annuities 
when participants retire and with any incidental benefits (death, disability, 
and withdrawal) disbursed directly from the account. 
7.30 Although the insurance company will guarantee a minimum stipulated 
interest rate on funds in the active life fund and rates at which annuities 
may be purchased, it does not guarantee that sufficient funds will be 
available to meet the cost of annuities to be purchased. 
7.31 Experience-rated interest credits on funds in the undivided account are 
determined by the insurance company, but they are not guaranteed. The 
calculation of these credits is based on internal records kept by the 
insurance company for each contract and are determined by the actual 
investment experience of the insurance company. These interest credits may 
be paid out, added to the balance of funds in the undivided account, or 
considered in an overall dividend calculation that also takes into account 
mortality, other actuarial experience, and reserves required by the insurance 
company. Under DA contracts, amounts of dividend or rate credits are 
determined solely at the discretion of the insurance company, which has no 
contractual obligation to pay a dividend. The contract holder has no 
contractual right to demand an accounting. 
Immediate Participation Guarantee Contracts 
7.32 The IPG contract is a variation of the DA contract. In an IPG 
contract, the account is credited with the contributions received during the 
contract period plus its share of the insurance company's actual investment 
income. The IPG contract is written in two forms. Under either form the 
insurance company is obligated to make lifetime benefit payments to retired 
employees. One form provides for the actual purchase of annuities as 
employees retire. There is an annual adjustment to the account to reflect 
the insurance company's experience under the annuities. In the other form, 
the IPG contract may accomplish the same objective through a different 
technique. When an employee retires, pension payments are made directly from 
the account without the purchase of an annuity. However, the balance of the 
account must be maintained at the amount required, according to a premium 
schedule in the contract, to provide for the remaining pension benefits for 
all current retirees. That portion of the account is referred to as the 
retired life fund. Thus, if necessary, the account could always be used to 
buy all annuities in force. 
Investment Arrangements With Insurance Companies 
7.33 A separate account may be used independently of, or as an adjunct to, a 
DA or IPG contract. 
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7.34 Separate accounts were developed to allow insured plans to compete with 
trust funds in making investments and in funding variable annuity plans. The 
assets of a separate account plan are assets of the insurance company but are 
not commingled with the insurance company's general assets. The purpose of a 
separate account is to provide flexibility in the investment of the plan's 
funds. A separate account may be established solely for one plan or, more 
commonly, may be pooled with the funds of several plans. 
7.35 A separate account in which only one plan participates is generally 
referred to as an individual separate account or as a separate- separate 
account. The investments in the account must be separately identified, and 
the account is operated similarly to a bank trust fund, although it is 
included in the insurance company's financial statements. 
7.36 A separate account in which several plans participate generally is 
referred to as a pooled separate account. Each plan's share of a pooled 
separate account is determined on a participation-unit or variable-unit 
basis.32 The plan's equity account provides a cumulative record of the 
number of participation units credited to the account and the number of units 
allocated or withdrawn from the account. The balance of participation units 
credited to the account multiplied by the current participation-unit value 
equals the amount of equity account assets held on behalf of the policyholder 
at any given time. The participation-unit value is adjusted periodically, 
usually each business day, to reflect investment results under the separate 
account. 
7.37 Many plans hold guaranteed investment contracts (GIC) in their 
investment portfolios. Normally issued through the general account, in its 
simplest form a GIC is a contract between an insurance company and a plan 
that provides for a guaranteed return on principal invested over a specified 
time period. Variations include contracts in which the plan is permitted to 
make deposits or withdrawals during certain windows during the contract life, 
contracts with multiple maturities (and rates), contracts in which the 
insurance company guarantees a minimum rate and may credit the contract 
holder with additional interest, and contracts with floating rates. These 
contracts are unallocated and are to be included as plan assets in the manner 
required by ERISA and are to be reported in a manner consistent with Form 
5500 or 5500-C. 
Auditing Objectives 
7.38 The objectives of auditing procedures applied to plan assets held with 
an insurance company are to provide the auditor with a reasonable basis for 
concluding--
a. Whether plan assets, represented by insurance contracts, exist. 
In some separate accounts, a plan receives a guaranteed rate of return on 
funds held in the separate account. Accordingly, a plan's share would be 
determined by applying the contractual guarantee to the plan's account 
balance, and the funds held in the separate account should be viewed as an 
unallocated funding instrument as described in paragraph 7.25. 
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32 
b. Whether changes in plan assets during the period are properly 
recorded and valued in conformity with generally accepted 
accounting principles. 
c. Whether the plan has any intention of seeking to dispose of or 
terminate the contract. 
d. Whether the terms of the contract are being complied with and are 
appropriately disclosed in the plan's financial statements. 
Auditing Procedures 
7.39 The auditing procedures to be applied to insurance contracts (to the 
extent they are applicable to a particular contract) ordinarily should 
include--
a. Reading the contracts between the contract holder and the insurance 
company. 
b. Confirming the following directly with the insurance company, as 
applicable: 
1. Contributions or premium payments made to the fund or account 
during the year 
2. Interest, dividends, refunds, credits, and changes in value and 
whether such amounts have been charged or credited during the 
year on an estimated or actual basis 
3. The contract value of the funds in the general account or the 
fair value of the funds in the separate account at the plan's 
year-end and the basis for determining such values 
4. The amount of insurance company fee and other expenses 
chargeable during the year 
5. For insurance contracts with unallocated funds, annuity 
purchases or benefits paid from unallocated plan assets during 
the year 
6. Transfers between various funds and accounts 
c. Evaluating whether the characteristics of the contract that 
restrict the use of assets require disclosure in the financial 
statements of the plan. For example, if the plan has indicated an 
intention to dispose of or terminate the contract or the contract 
contains a termination clause, the auditor is responsible for 
performing sufficient procedures either with plan representatives 
or the insurance company to satisfy the audit objectives identified 
above with respect to proper valuation and appropriate disclosure. 
Alternatively, if plan management is aware that an event has 
impacted the contract issuer which may require disclosure or, in 
rare circumstances, cause plan management to conclude that 
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reporting the investment at a value less than contract value is 
appropriate. 
7.40 For contracts in which assets are held in the insurance company's 
general account (DAs and IPGs), the following additional auditing procedures 
should be applied: 
a. For DA contracts, evaluating the reasonableness of the interest 
credited to the contracts in relation to any minimum guaranteed 
interest rate stated in the contract.33 
b. For IPG contracts, considering the plan administrator's conclusion 
regarding the basis for recording changes in contract values to 
recognize investment returns in accordance with the terms of the 
contract. This conclusion is usually made by referring to 
investment yield data furnished to the plan by the insurance 
company. Generally, this evaluation would sufficiently satisfy the 
auditor regarding the aggregate investment income credited to the 
contract. If the amount of investment yield credited to the 
contract, based on current investment returns, does not appear 
reasonable, the auditor should apply additional procedures, such as 
making inquiries of the insurance company regarding its compliance 
with the method required under the terms of the contract for 
computing investment return. In the event that the plan auditor is 
unable to obtain assurance as to the reasonableness of the rate of 
investment return credited, he or she should consider requesting 
the plan administrator to contact the insurance company to arrange 
for the insurer's independent auditor to perform agreed-upon 
procedures and issue a report thereon (see SAS No. 35, Special 
Reports - Applying Agreed-Upon Procedures to Specified Elements. 
Accounts, or Items of a Financial Statement). Those procedures 
would be applied to the insurance company's determination of 
investment returns in accordance with the contract. 
c. Determining that annuity purchases were made on the basis of rates 
stipulated in the contract. If annuities are not purchased and 
benefits are paid directly from the fund, benefit payments should 
be tested in accordance with the auditing procedures discussed in 
paragraph 9.3. 
d. Reading the financial statements of the insurance company. 
e. Evaluating whether expenses charged to the contract by the 
insurance company are in accordance with the insurance contract or 
are otherwise authorized by the plan. 
7.41 For insurance contracts in which investments are made in separate 
accounts, the auditor should apply the following additional procedures: 
The plan auditor need not apply auditing procedures to the experience fund 
of a typical DA account or to any similar fund that is used by the 
insurance company to determine a "discretionary" dividend or rate credit 
under the contract (see paragraph 7.31). 
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a. For investments in which assets are held in individual separate 
accounts, the plan audit should include the individual investment 
transactions and documents that provide support for those 
transactions. The plan auditor should do the following: 
1. If the separate account's financial statements have been 
audited by an independent auditor, the plan auditor should 
obtain and read the separate account's financial statements and 
the auditor's report. The financial statements need not cover 
the exact period covered by the plan's financial statements; 
they should, however, be sufficiently recent to satisfy the 
plan auditor. 
2. If the separate account's financial statements have not been 
audited by an independent auditor, the plan auditor should 
obtain a copy of a special-purpose report on the insurance 
company's internal accounting control procedures relating to 
its separate account activities, if such a report is available. 
Although a report on internal control procedures will not 
provide the auditor with the same level of assurance as audited 
financial statements, it will provide evidence as to the 
effectiveness of the insurance company's internal control 
structure for the purpose of determining what additional 
procedures should be performed. If the report is not 
available, he or she should apply appropriate procedures at the 
insurance company, including making a study and evaluation of 
the internal accounting control procedures relating to the 
separate account. In applying those auditing procedures, the 
plan auditor may consider using the work of the insurance 
company's independent auditor or internal auditor. 
b. For investments in pooled separate accounts, the plan audit is 
concerned with the plan's units of participation in the pooled 
account, and the plan auditor should examine documents that provide 
support for those transactions. To perform those procedures, the 
plan auditor should do the following: 
1. If the pooled account's financial statements have been audited 
by an independent auditor, the plan auditor should obtain and 
read the pooled account's financial statements and the 
auditor's report. The financial statements need not cover the 
exact period covered by the plan's financial statements; they 
should, however, be sufficiently recent to satisfy the plan 
auditor. The auditor should consider the effect that any 
reported matters may have on the carrying amounts of the units 
of participation held by the plan, such as restrictions on 
redemption or subjectively determined values. If the auditor 
believes the carrying amount may be impaired, he or she should 
consider applying analytical review procedures to the interim 
financial information of the pooled account from the date of 
the account's audited financial statements to determine whether 
such a loss in value has occurred. 
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2. If the pooled separate account's financial statements have not 
been audited by an independent auditor, the plan auditor should 
obtain a copy of a special-purpose report on the insurance 
company's internal control procedures relating to the pooled 
account's activities, if such a report is available. Although 
a report on internal control procedures will not provide the 
auditor with the same level of assurance as audited financial 
statements, it will provide evidence as to the effectiveness of 
the insurance company's internal control structure for the 
purpose of determining what additional procedures should be 
performed. In applying those auditing procedures, the plan 
auditor may consider using the work of the insurance company's 
independent auditor or internal auditor. 
7.42 If the plan auditor is unable to apply the auditing procedures 
discussed in paragraphs 7.39 through 7.41, he or she ordinarily should 
conclude that it will be necessary to express a qualified opinion or disclaim 
an opinion because of the limited scope of the examination (see SAS No. 58, 
paragraphs 40 through 44). 
OTHER INVESTMENTS 
7.43 The objectives of auditing procedures applied to other types of 
investments and related transactions are to provide the auditor with a 
reasonable basis for concluding--
a. Whether all investments are recorded and exist. 
b. Whether the investments are owned by the plan and are free of 
liens, pledges, and other security interests or, if not, whether 
the security interests are identified. 
c. Whether investment transactions are recorded and the investments 
are properly valued in conformity with generally accepted 
accounting principles. 
7.44 The auditing procedures to be applied to other types of investments 
ordinarily should include--
a. For real estate--
1. Examining closing and other documents supporting the cost of 
ownership. 
2. Examining deeds, title policies, encumbrances, and other 
evidence related to ownership. 
3. Evaluating the reasonableness of the fair value (see paragraph 
7.12h). 
4. Examining current-year tax bills and relating them to property 
descriptions under (2) above. 
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5. Testing investment income from real estate, such as rents, and 
payments of related expenses, such as taxes and maintenance. 
6. Inquiring whether the plan's investments or other transactions 
violate applicable laws or regulations. (See appendix A for a 
discussion of party in interest and reportable transactions 
under ERISA.) 
b. For loans and mortgages--
1. Examining documents, including notes, mortgages, deeds, and 
insurance policies, supporting selected loans and mortgages. 
2. Confirming selected loans and mortgages with borrowers. 
3. Evaluating the reasonableness of the fair value, including the 
extent of collateral, if any (see paragraph 7.12h). 
4. Testing to see that interest is properly recorded. 
5. Inquiring whether the plan's investments or other transactions 
violate applicable laws or regulations. (See appendix A for a 
discussion of party in interest and reportable transactions 
under ERISA.) 
LIMITED-SCOPE AUDITING PROCEDURES 
7.45 As discussed in paragraph 13.16, the audit may be restricted with 
respect to assets held and transactions executed by banks, similar 
institutions, or insurance carriers that are regulated, supervised, and 
subject to periodic examination by a federal or state agency. In such 
circumstances, the auditor should also read the financial statements and 
accompanying footnotes to determine that the information provided by the 
trustee is accurately included therein. 
-63-
CHAPTER 8 
AUDITING CONTRIBUTIONS RECEIVED 
AND RELATED RECEIVABLES 
8.1 For all types of employee benefit plans, the basis for determining 
employer and, if applicable, employee contributions is specified in the plan 
instrument or related documents. For defined benefit plans covered by ERISA, 
employer annual contributions must also satisfy the minimum funding standards 
of ERISA. (See appendix A for a discussion of the funding standard account 
and minimum funding standards of ERISA.) The existence of an accrued 
liability in the employer's statement of financial position or of a plan's 
accumulated benefit obligations in excess of its net assets available for 
benefits do not, by themselves, provide sufficient support for recognition of 
a contribution receivable by the plan. 
AUDITING OBJECTIVES 
8.2 The objectives of auditing procedures applied to contributions received 
and related receivables of employee benefit plans are to provide the auditor 
with a reasonable basis for concluding--
a. Whether the amounts received or due the plan have been determined 
and recorded and disclosed in the financial statements in 
conformity with plan documents and generally accepted accounting 
principles. 
b. Whether an appropriate allowance has been made for uncollectible 
plan contributions receivable in conformity with generally accepted 
accounting principles. 
AUDITING PROCEDURES 
8.3 The auditing procedures to be applied to employer and employee 
contributions ordinarily should include--
a. Obtaining a list of participating employers (in a multiemployer 
plan) and testing its completeness by examining appropriate plan 
documents (for example, a collective bargaining agreement). 
b. Obtaining a schedule of contributions received or receivable and 
relating the contributions to the listing of participating 
employers obtained in procedure (a) above and of other plans under 
reciprocal arrangements. 
c. Testing contribution reports to see that the reports are 
arithmetically correct and that the contribution rate specified in 
the plan instrument, including collective bargaining agreements, if 
applicable, was used. 
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d. Reconciling contributions received from the schedule obtained in 
procedure (b) to the plan's cash receipts records and bank 
statements or trustee reports. Sometimes a central bank account is 
used for the deposit of employer contributions to several related 
employee benefit plans. In those circumstances it may be necessary 
to test the amounts transferred to the bank account of the 
individual employee benefit plan. 
e. Testing postings from the employer contribution reports to the 
participant employee or employer records and from participant 
records to contribution reports. 
f. Confirming directly with contributors amounts received and 
receivable. 
g. Reviewing criteria used by the plan in accruing employer and 
employee contributions receivable and determining that the accruals 
have been recorded in accordance with generally accepted accounting 
principles. 
h. Evaluating the reasonableness of the plan's allowance for estimated 
uncollectible amounts based on testing of collections subsequent to 
the date of the financial statements and reviewing the status of 
unpaid amounts. 
8.4 The auditor may accomplish the foregoing procedures more efficiently by 
coordinating the auditing procedures for plan contributions with those for 
participants' data (see chapter 10). In auditing the financial statements of 
a multiemployer plan, the auditor may need to make special arrangements to 
examine employer records. The auditing procedures and related guidance 
described in paragraph 10.6 may be applicable to those circumstances (see 
also paragraph 13.19). 
Defined Benefit Plans 
8.5 In addition to the auditing procedures discussed in paragraph 8.3, 
procedures that the auditor should consider applying in auditing the 
financial statements of a defined benefit plan or a defined benefit health 
and welfare plan include--
a. Determining that employer contributions are consistent with the 
report of the plan's actuary, if applicable. 
b. Reviewing the amount contributed and, if applicable, determining 
that it meets the requirements of the funding standard account (see 
appendix A for a discussion of the funding standard account). 
c. Considering the results of the auditing procedures described in 
chapter 10 for participants' data and using the work of an actuary 
when examining the amount recorded as contributions in the plan's 
financial statements. For example, significant errors in 
participants' data provided to the actuary may have a material 
effect on the actuarially determined amount of contributions. 
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Defined Contribution Plans 
8.6 Besides the auditing procedures discussed in paragraph 8.3, additional 
procedures that the auditor should consider applying in auditing 
contributions to defined contribution plans include--
a. Reviewing the contribution provisions of the plan instrument and 
testing compliance with the plan instrument. (The plan instrument 
of a defined contribution plan often specifies the criteria that 
must be met for the employer and employee to make a contribution, 
the formula to determine upper and lower contribution limits, or 
the rates for determining the contribution.) 
b. Comparing the amount of employer contributions recorded in the 
plan's records to the amount approved by the board of directors of 
the plan sponsor, if the plan instrument requires that the board of 
directors determine or approve the employer contribution. 
c. Considering, if applicable, the results of the auditing procedures 
described in chapter 10 for participants' data (including any 
contributions for salary reduction plans). 
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CHAPTER 9 
AUDITING BENEFIT PAYMENTS 
9.1 The amount, timing, and form of benefits paid or payable to participants 
and beneficiaries are determined in accordance with the plan instrument or 
related documents. The plan administrator or his or her agent is responsible 
for assuring that any disbursements of plan assets satisfy the requirements 
set forth in the plan instrument and related documents and are otherwise 
consistent with ERISA. 
AUDITING OBJECTIVES 
9.2 The objectives of auditing procedures applied to benefit payments for 
employee benefit plans are to provide the auditor with a reasonable basis for 
concluding--
a. Whether the payments are in accordance with plan provisions and 
related documents. 
b. Whether the payments are made to or on behalf of persons entitled 
to them and only to such persons (that is, that benefit payments 
are not being made to deceased beneficiaries or to persons other 
than eligible participants and beneficiaries). 
c. Whether transactions are recorded in the proper account, amount, 
and period. 
AUDITING PROCEDURES 
9.3 To evaluate whether benefit payments have been authorized and determined 
in accordance with plan provisions, depending on the results of the auditor's 
evaluation and testing of the plan's system of internal accounting controls, 
the auditor may wish to employ appropriate analytical review procedures 
and/or should apply auditing procedures, such as--
a. For selected participants receiving benefit payments--
1. Examining the participant's file for type and amount of claim 
and propriety of required approvals including tracing approval 
of benefit payments to board of trustees or administrative 
committee minutes, if applicable. For health and welfare 
benefit plans, examining service provider statements or other 
evidence of service rendered. 
2. Evaluating the participant's or beneficiary's eligibility (that 
is, whether the payee meets the plan's eligibility 
requirements) by: examining evidence of age and employment 
history data; comparing employment dates, credited service, 
earnings, and any employee contributions to payroll or other 
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appropriate records; and examining the benefit election form 
and dependent designation to determine appropriateness of 
payment, including the form distribution (for example, lump 
sum, installments, or annuity contract). 
3. For plan benefits, such as death and disability benefits, 
examining a copy of the death certificate and beneficiary form, 
physician's statement, and other appropriate documents. 
4. Recomputing benefits based on the plan instrument and related 
documents, option elected, and pertinent service or salary 
history. 
5. Comparing the benefit payment amount to cash disbursement 
records or trustee reports. 
6. For health and welfare plans, comparing the payment of premiums 
to an insurance company, prepaid health plan or similar 
organization on behalf of a participant to the participant's 
eligibility records. 
b. Evaluating whether procedures exist for determining the continued 
eligibility of participants or beneficiaries to receive benefits to 
assure that individuals are removed from the benefit rolls upon 
death and that payments made to individuals over an unusually long 
number of years are still appropriate. 
c. Evaluating whether procedures exist for investigating long-
outstanding benefit checks. 
d. For defined contribution plans, comparing disbursements to 
participants with individual participant's account records that 
have been examined in accordance with the auditing procedures in 
paragraphs 10.9 through 10.11. 
e. For health and welfare benefit plans and defined contribution 
plans, reviewing criteria used by the plan in accruing benefits 
payable and determining that the accruals have been recorded in 
accordance with generally accepted accounting principles. 
Depending on the results of the procedures described in (b) and (c) above, 
the auditor may also wish to compare canceled checks with the plan's cash 
disbursement records or to confirm payment of benefits by corresponding 
directly with selected participants, service providers and beneficiaries and 
comparing signatures with the application for plan benefits, service provider 
statements, or other appropriate documents. 
9.4 In some circumstances, benefit disbursements are determined or made by a 
third party such as a bank, an insurance company, or other service provider 
(that is, third party administrator). In these circumstances, the auditor 
may need to obtain an understanding of the internal control procedures of the 
third party. This can be satisfied either through obtaining a special-
purpose report in accordance with SAS No. 44, or through applying appropriate 
auditing procedures to the third party administrator. These procedures are 
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performed irrespective of whether the plan avails itself of the limited-
scope audit exemption relating to certain assets held by a bank or similar 
institution or insurance carrier regulated and supervised and subject to 
periodic examination by a state or federal agency. The use of such a third 
party's independent auditor or internal auditors to perform certain of the 
foregoing procedures may be appropriate in those circumstances. 
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CHAPTER 10 
AUDITING PARTICIPANT DATA AND PLAN OBLIGATIONS 
PARTICIPANT DATA 
10.1 The nature of plan benefit obligations and the accounting methods and 
auditing procedures for them differ with the various types of plans; however, 
each type requires the testing of certain participant data. The type of 
participant data to be tested differs according to the type of plan, and from 
plan to plan within each type. The data used to determine accumulated plan 
benefits will be identified in the plan instrument or collective bargaining 
agreement, if applicable. If the plan requires the services of an actuary, 
an actuarial report may describe or summarize the participant data used by 
the actuary. The data should be tested by the auditor in accordance with SAS 
No. 11, Using the Work of a Specialist (see paragraphs 10.18 through 10.23 
and 10.32 and 10.33). 
10.2 The objectives of auditing procedures applied to participant data are 
to provide the auditor with a reasonable basis for concluding (a) whether all 
covered employees have been properly included in employee eligibility records 
and, if applicable, in contribution reports and (b) whether accurate 
participant data for eligible employees were supplied to the plan 
administrator and, if appropriate, to the plan actuary. 
10.3 The period for which the data are tested will depend on the date as of 
which the related financial information is presented in the financial 
statements. For example, if the accumulated plan benefits are actuarially 
valued as of the beginning of the plan year, the data to be tested will be as 
of or for the period ending as of that date. Similarly, if contributions are 
determined on the basis of an actuarial valuation as of the beginning of the 
plan year, data submitted to the actuary and to be tested by the auditor 
would be as of that date. If the auditor also audits the employer's 
financial statements, the auditing procedures applied in the prior year's 
audit of the employer's financial statements generally need not be duplicated 
in the audit of the plan's financial statements. The auditor may find that 
he or she can accomplish the work more efficiently by coordinating the 
auditing procedures for participant data with procedures for plan 
contributions and plan benefits described in chapters 8 and 9. 
10.4 The types of participant data that ordinarily should be tested in an 
audit of a plan's financial statements will vary from plan to plan, depending 
on the factors on which contributions and benefits are determined. In 
general, the data tested may include--
a. Demographic data, such as sex, marital status, birth date, period 
of service with the employer, and other service history. 
b. Payroll data, such as wage rate, hours worked, earnings, and 
contributions to the plan, if any. 
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c. Benefit data for participants receiving benefits, such as benefit 
levels and benefit options selected 
10.5 In testing the employer's participant records, procedures that should 
be considered include--
a. Reviewing pertinent sections of the plan instrument and collective 
bargaining agreement, if applicable, as a basis for considering 
what participant data should be tested in the audit of the plan's 
financial statements. 
b. Testing the summarization of the payroll journal and schedules of 
participant data, if applicable, and tracing postings of gross pay 
to general or subsidiary ledger accounts. 
c. Testing payroll data for one or more pay periods and for a number 
of participants by--
1. Tracing the individual payrolls from the payroll journal to the 
participants' earnings records. 
2. For participants paid on an hourly or piecework basis, testing 
payroll hours, production tickets, or other supporting evidence 
and testing the computation of hours. 
3. Testing rates of pay to authorizations or union contracts. 
4. Testing calculations of earnings. 
5. Reviewing personnel files for hiring notice and employment 
data, pay rates and rate changes, termination notice, sex, 
birth date, and so forth. 
d. If participant files are maintained in the custody of the plan 
administrator, testing whether the data maintained in those files 
correspond to the data maintained in employer payroll and personnel 
files. 
For multiemployer plans, in addition to the procedures described in (a) 
through (d) above, the auditor should consider comparing the employer's 
contribution reports with the information shown in participants' earnings 
records and comparing hours worked and earnings records with the employer's 
contribution reports to evaluate whether the participants have been properly 
included in or excluded from the reports. If significant participant data 
are missing or incomplete, the auditor should satisfy himself or herself as 
to the adequacy of the methods used by the plan administrator or plan actuary 
to give effect to such missing data. 
10.6 If the auditor is unable to examine the participant records, which may 
occur in a multiemployer plan, there may be circumstances, depending on the 
existing internal control structure, in which the auditor can obtain the 
necessary assurance by applying one or more procedures, such as--
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a. If the plan administrator maintains records of participant data and 
maintains an internal control structure to help ensure that data on 
all participants are included in the records, testing the data on 
which contributions and actuarially determined amounts are based by 
direct communication with participants and by comparison with union 
or other records, if applicable. The auditor may also confirm 
hours, pay rates, and other appropriate information. 
b. If the plan administrator's normal procedures include periodic 
visits to employers to test data submitted to him or her, reviewing 
and testing the plan administrator's procedures. 
c. Obtaining a special report from the auditor of the employer company 
stating that appropriate auditing procedures (as described above) 
have been performed, and obtaining the auditor's conclusions 
regarding the procedures applied. In addition, the plan auditor 
should apply such other auditing procedures as he or she considers 
necessary in the circumstances. In this regard, it may be necessary 
for the plan auditor to request the other auditor to apply 
additional tests (see SAS No. 1, section 543). 
If the auditor is unable to obtain the necessary assurance regarding 
participant data, he or she ordinarily should conclude that it will be 
necessary to express a qualified opinion or disclaim on opinion because of 
the limitation on the scope of the audit (see SAS No. 58, paragraphs 40 
through 44). 
Defined Benefit Plans 
10.7 Contributions to a defined benefit plan ordinarily are determined on 
the basis of an actuarial valuation of the plan carried out by the plan 
actuary, using participant data received from the plan administrator or the 
employer company and using actuarial techniques. For multiemployer plans and 
certain other negotiated plans, contribution levels are normally specified in 
the plan instrument or collective bargaining agreement, and an actuarial 
valuation is used to compare accumulated contributions to date with 
accumulated plan benefits. SAS No. 11, Using the Work of a Specialist. 
paragraph 8, states, "The auditor should consider whether the specialist's 
findings support the related representations in the financial statements and 
make appropriate tests of accounting data provided by the client to the 
specialist." Accordingly, the auditor should satisfy himself or herself that 
the participant data provided to and used by the actuary were accurate and 
complete in all material respects. 
10.8 In addition to the auditing procedures described in paragraphs 10.4 
through 10.6, when auditing the financial statements of defined benefit plans 
that involve actuarial valuations, the auditor should consider applying 
auditing procedures that include--
a. Tracing information obtained during tests of participant data to 
the participant data given by the plan administrator to the 
actuary. 
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b. Testing the basic data used by the actuary in his or her 
calculations (for example, name, sex, birth date, hours worked, 
employment dates, dates of participation in plan, and salary) by 
tracing data from the actuary's report (if the data are shown in 
the report) or from a confirmation letter obtained from the actuary 
to the data furnished by the plan. This test would normally 
include a selection of individuals as well as summary totals (see 
paragraph 10.20g). 
Defined Contribution Plans 
10.9 For defined contribution plans, the types of participant data that 
should be tested will vary from plan to plan. The data tested generally 
should include--
a. Covered compensation of individual participants. IRS regulations 
generally require that the company contribution be allocated to 
participants on the basis of the ratio of their covered 
compensation to total covered compensation for all participants. 
b. Individual participants' contributions to the plan. 
c. Birth date, date of hire, and other demographic data that determine 
eligibility and vesting. 
10.10 In addition to other uses, these data are used by the auditor to test 
the validity of terminations and the eligibility of individuals to 
participate in the plan. Examples of the auditor's procedures in which the 
data are used are--
a. Tracing individuals who have terminated to benefit payments or to 
benefits payable and, if forfeitures are involved, to the record of 
forfeited amounts. 
b. For individuals who qualify for participation during the year and 
who elect to participate, evaluating whether the individuals have 
been properly included in the individual participant accounts. 
10.11 The auditing procedures discussed in paragraphs 10.4 through 10.6 
(including procedures relating to the use of the work of an actuary, if 
applicable) should also be applied to the data. 
Health and Welfare Benefit Plans 
10.12 The types of participant data that should be tested in the audit of 
the financial statements of a health and welfare benefit plan differ widely 
from plan to plan. In general, the data tested may include--
a. Payroll data, including salary or wage rate and hours worked. 
b. Demographic data, including sex, birth date, date of hire, and 
number of dependents. 
c. Claims history records maintained by the plan administrator. 
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10.13 The auditing procedures discussed in paragraphs 10.4 through 10.6 
(including procedures relating to the use of the work of an actuary, if 
applicable) should also be applied to the data. The use of the data in 
evaluating eligibility and benefits is discussed in paragraph 9.3. 
PLAN OBLIGATIONS 
10.14 As discussed earlier in this chapter and in chapters 2 through 4, the 
nature of plan benefit obligations and the methods of valuing and recording 
those obligations differ significantly among the three types of plans. 
Defined Benefit Plans 
10.15 The objective of auditing procedures applied to accumulated plan 
benefits is to provide the auditor with a reasonable basis for concluding 
whether the actuarial present value of accumulated plan benefits, components 
of those benefits, and amounts of changes in the actuarial present value of 
accumulated plan benefits are presented in conformity with FASB Statement No. 
35. That objective is ordinarily accomplished by applying the auditing 
procedures described in paragraph 9.3 for benefit payments, paragraphs 10.4 
through 10.8 for participant data, and paragraphs 10.18 through 10.23 for 
using the work of an actuary. 
10.16 The actuarial valuation used to determine accumulated plan benefits in 
accordance with FASB Statement No. 35 is based on the benefit provisions of 
the plan and on participant data. For many defined benefit plans the 
participant data submitted to the actuary are current only as of the 
beginning of the plan year. The practice of preparing valuations as of the 
beginning of a plan year developed as a practical expedient to facilitate 
completion of the valuation on a timely basis. For financial reporting 
purposes, the information may be presented either as of the beginning or the 
end of the plan year; FASB Statement No. 35 states, however, that an end-
of-year benefit information date is considered preferable. 
10.17 In the event that an actuarial valuation has not been prepared as of 
the beginning or the end of the plan year, the plan administrator may 
nevertheless prepare financial statements using estimated accumulated benefit 
information as contemplated by FASB Statement No. 35. If the benefit 
information is so estimated, the auditor should assure himself or herself 
that the methods and assumptions used to estimate the accumulated benefit 
information are reasonable in the circumstances, and he or she should apply 
the procedures set forth in SAS No. 11. 
Using the Work of an Actuary 
10.18 The auditor's qualifications do not encompass actuarial science or the 
complexities of probability and longevity associated,with life contingencies. 
The auditor may have a general awareness and understanding of actuarial 
concepts and practices; he or she does not, however, purport to act in the 
capacity of an actuary. The auditor, therefore, needs to follow the guidance 
of SAS No. 11 to obtain assurance regarding the work of an actuary on such 
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matters as plan contributions (see chapter 8) and accumulated benefit 
valuations.34 
10.19 An audit of plan financial statements requires cooperation and 
coordination between the auditor and the plan actuary. The auditor uses the 
work of an actuary as an audit procedure to obtain competent evidential 
matter; the auditor does not simply rely on the report of an actuary. 
Although the appropriateness and reasonableness of the methods and 
assumptions used, as well as their application, are within the expertise of 
the actuary, the auditor does not divide responsibility with the actuary for 
his or her opinion on the financial statements taken as a whole. Thus, the 
auditor should satisfy himself or herself as to the professional qualifica-
tions and reputation of the actuary, obtain an understanding of the actuary's 
methods and assumptions, test accounting data provided to the actuary, and 
consider whether the actuary's findings support the related representations 
in the financial statements. Ordinarily, the auditor would use the work of 
the actuary unless the auditing procedures lead him or her to believe that 
the findings were unreasonable in the circumstances. Sometimes it may be 
necessary for the auditor to obtain the services of an actuary other than the 
one who prepared the plan's actuarial valuation. This might occur when the 
plan actuary is related to the plan or when the auditor believes that the 
determinations made by the plan actuary are unreasonable. 
10.20 With respect to the actuarial present value of accumulated plan 
benefits and changes therein (as well as contributions), the auditor, in 
following the guidance in SAS No. 11, should--
a. Obtain satisfaction regarding the professional qualifications of 
the actuary. If the actuary is not known to the auditor, the 
auditor should consider other factors that might provide 
information regarding the actuary's qualifications. Examples of 
factors to consider are whether the actuary is an "enrolled 
actuary" under ERISA sections 3041 and 3042; the actuary's 
membership in a recognized professional organization; and the 
opinion of other actuaries, whom the auditor knows to be qualified, 
regarding the actuary's professional qualifications.35 
With regard to actuarial services provided a client by the auditor's firm, 
a related ethics ruling under the AICPA Rules of Conduct states, "Even 
though the member's firm provides actuarial services (the results of which 
are incorporated in the client's financial statements), if all of the 
significant matters of judgment involved are determined or approved by the 
client and the client is in a position to have an informed judgment on the 
results, the member's independence would not be impaired by such 
activities." [Ethics Ruling on Independence, Integrity and Objectivity 
No. 54, Member Providing Actuarial Services. AICPA, Professional 
Standards, vol. 2, ET sec. 191.108.] 
There are no universal standards for establishing the professional 
qualifications of an actuary. Some actuaries specialize in or concentrate 
on pension matters; others confine their practice to life or property and 
liability insurance matters. Qualification, by education and experience, 
to practice in one of these areas does not necessarily prepare the actuary 
to practice in other areas. 
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34 
35 
b. Obtain an understanding of the actuary's objectives, scope of work, 
methods, and assumptions, and their consistency of application. For 
defined benefit plans the auditor should ascertain whether the 
method and assumptions used in the accumulated plan benefit 
information are in conformity with FASB Statement No. 35 and 
whether the funding method and assumptions are in accordance with 
ERISA. 
c. Inquire whether the actuarial valuation considers all pertinent 
provisions of the plan, including any changes to the plan or other 
events affecting the actuarial calculations. For example, amounts 
contributed by employees and earnings thereon are properly included 
as vested benefits. 
d. Inquire about the nature of any relationship the actuary may have 
with the plan or the employer company that may impair objectivity. 
This can usually be accomplished by requesting the client to have 
the actuary describe in writing the relationship, if any, that may 
exist and that may appear to impair the objectivity of the 
actuary's work. The engagement of a consulting actuary to perform 
valuations on behalf of plan participants or a sponsor company 
ordinarily is not a relationship that would impair the objectivity 
of the actuary. If the actuary is related to the client, or if the 
auditor is unable to determine that the actuary has no relationship 
with the client that might impair objectivity, the auditor should 
consider performing additional auditing procedures regarding some 
or all of the actuary's methods and assumptions to determine that 
the findings are not unreasonable. 
e. Test the reliability and completeness of the census data provided 
by the plan and used by the actuary in the actuarial valuation. 
These tests may be coordinated with the auditing procedures 
described in paragraphs 8.3 through 8.5 for plan contributions and 
10.1 through 10.8 for participant data. In the event that data 
provided to the actuary are significantly incomplete, the auditor 
should inquire of the actuary in regard to the treatment of the 
incomplete data and should determine if the method used by the 
actuary to give effect to the missing data in his or her valuation 
is reasonable in the circumstances. This situation is most likely 
to occur in multiemployer plans. 
f. Confirm aggregate participant data used in the actuarial valuation. 
(The auditor may wish to include this request as part of the audit 
inquiry letter to the plan's actuary.) In addition, the auditor may 
also wish to confirm information related to selected individual 
participants that is part of the aggregate amounts. 
10.21 The auditor should request the plan administrator to send a letter to 
the plan's actuary requesting that the actuary (a) provide the auditor with a 
copy of the actuarial report, Schedule B of Form 5500, or comparable 
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information or (b) confirm to the auditor the actuarial information that has 
already been obtained from the plan in connection with the audit. 
10.22 An illustration of a letter to the plan's actuary requesting a copy of 
the actuary's report or other information on the plan appears as exhibit 10a, 
pp. 171-176. In situations in which the auditor also audits the financial 
statements of the sponsor company, he or she should consider combining the 
request for this information with a request for information necessary for 
compliance with FASB Statement No. 87, Employers' Accounting for Pensions. 
and FASB Statement No. 88, Employers' Accounting for Settlements and 
Curtailments of Defined Benefit Pension Plans and for Termination Benefits. 
10.23 An illustration of a letter to the plan's actuary requesting 
confirmation of information taken from the actuary's report or the plan's or 
the sponsor company's records appears as exhibit 10b on p. 84. 
Defined Contribution Plans 
10.24 The net assets available for benefits for defined contribution plans 
are normally allocated to individual participant accounts according to 
procedures set forth in the plan instrument or in a collective bargaining 
agreement. In some cases the plan instrument may even specify the allocation 
of individual plan assets. 
10.25 The objective of auditing procedures applied to individual participant 
accounts of defined contribution plans is to provide the auditor with a 
reasonable basis for concluding--
a. whether net assets have been allocated to the individual 
participant accounts in accordance with the plan instrument.36 
b. Whether the sum of the participant accounts reconciles with the 
total net assets available for plan benefits. 
10.26 Procedures that the auditor ordinarily should apply to individual 
participant accounts include--
a. Reviewing pertinent sections of the plan instrument or collective 
bargaining agreement to obtain an understanding of how allocations 
are to be made. 
b. Testing the allocation of income or loss, appreciation or 
depreciation in value of investments, administrative expenses, and 
amounts forfeited for selected accounts. 
c. Testing the allocation of the employer's contribution. 
d. For plans with participant contributions, determining whether 
individual contributions are being credited to the proper 
36
 The effects of misallocation of assets should be considered in relation to 
the financial statements as a whole rather than in relation to individual 
accounts. 
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participant accounts and to the investment medium selected by the 
participant, if applicable. 
e. Determining whether the sum of individual accounts reconciles with 
the total net assets available for benefits. 
Depending on the existing internal control structure and the results of other 
auditing procedures, the auditor may also wish to confirm contributions and 
other pertinent information directly with participants. 
Health and Welfare Benefit Plans 
10.27 Plan obligations for health and welfare benefit plans are paid out of 
a fund of accumulated contributions and income (a self-funded plan), are 
provided through insurance purchased by the plan from an insurance company 
(an insured plan), or are provided through a combination of the two. In an 
insured plan, obligations for claims reported but not paid, and obligations 
for claims incurred but not reported, will be paid by the insurance company 
and, therefore, will not appear as obligations in the financial statements of 
the plan. A self-funded plan should include in its financial statements 
information regarding the plan's obligations for each of these claims. With 
regard to the plan's obligations, the auditor should read the relevant 
provisions of the plan instrument and, when appropriate, test compliance with 
the plan instrument. 
10.28 For insured plans, the auditor should determine whether the proper 
dollar amount of premiums has been remitted to the insurance company and 
whether any obligation for unpaid insurance premiums has been properly 
recorded. Insurance premium payments are generally determined from the 
participants' eligibility records and the premium rates in the insurance 
contract. To test the premium payments, the auditor should--
a. Compare the number of eligible participants, as shown by the 
eligibility records,' to the premium computation and trace the 
applicable premium rates to the insurance contract. 
b. Trace participants listed in the premium computation list to the 
eligibility records. 
c. Compare premiums paid and investigate the reasons for significant 
changes. 
d. Request direct confirmation from the insurance company of the total 
amount of premiums paid during the year, premiums payable to the 
insurance company, and other obligations and assets of the plan at 
year-end. 
Any premium payable to the insurance company should be recorded as an 
accumulated benefit obligation. The basis for the computation of this 
obligation should be reviewed and, when possible, traced to subsequent 
payments. Insurance contracts should be reviewed to determine that the 
obligation is in accordance with the contract provisions. 
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10.29 In self-funded plans, claims reported to the plan administrator but 
not paid are obligations of the plan. A trial balance of these claims should 
be obtained for further testing. Individual claims should be compared with 
the trial balance, and the nature of the claim and the documentary support 
should be reviewed. The auditor should review payments made after the date 
of the financial statements to determine whether all claims reported have 
been properly included in the trial balance. Depending on the timing of the 
audit, the auditor may also perform a search of open claim files. 
10.30 As of the date of the financial statements, there will be certain 
claims incurred but not yet reported to the plan, and some of these may not 
be reported for an extended period of time. Claims of this nature cannot be 
determined on an individual basis, but the aggregate amount of such claims 
should be subject to reasonable estimation on the basis of past loss 
experience and actuarial determination. If information necessary to make 
this estimate is not available, the auditor should consider the possible 
effect on his or her report. 
10.31 The eligibility rules for many plans provide for the accumulation of 
eligibility credits for participants. The obligation arising from 
eligibility credits is generally determined by applying current insurance 
premium rates to accumulated eligibility credits or, in the case of a self-
funded plan, by applying the average cost of benefits per eligible 
participant. The accrued obligation should be reviewed and tested for 
adequacy and reasonableness. Such tests should include a comparison of the 
employer's contributions with the participants' eligibility records, a test 
of the arithmetical accuracy of the accumulated credits, and a review of the 
overall computation of the estimated obligation. 
10.32 Many health and welfare benefit plans provide benefits that require an 
actuarial determination of the plan's accumulated benefit obligation. An 
actuary may also be used to determine contribution rates. If the plan 
requires the services of an actuary in determining amounts in the financial 
statements, the auditor should apply the procedures discussed in paragraphs 
10.18 through 10.23 for using the work of an actuary. 
10.33 The types of information the auditor should consider confirming with 
the actuary include--
a. A description of participant groups covered. 
b. A brief, general description of the characteristics of the plan 
used in the actuary's calculations, including, but not limited to, 
benefit provisions. 
c. The number of employees in the actuary's valuation and the number 
of participants and beneficiaries who are active, terminated with 
vested benefits, or retired under the plan. 
d. The present value of the plan's accumulated benefit obligations. 
(Be careful that the actuarially calculated benefit obligations do 
not include claims included elsewhere in the statement of net 
assets. Consider also whether all claims are properly included.) 
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e. The dates of the valuation of the benefit obligations and of the 
census data used. (If the date of the census data used is other 
than the plan year-end, the actuary should be requested to indicate 
the basis for projecting the data to the year-end.) 
f. Descriptions of the principal assumptions and methods used in 
determining the present value of accumulated plan obligations and 
of any changes in assumptions or methods (for example, interest 
rates) and the effect of any changes. 
g. The significant effects (either individually or in the aggregate) 
on the current year of the changes resulting from plan amendments. 
h. Knowledge of an intent on the part of the employer (sponsor 
company) to fully or partially terminate the plan. 
i. The amount of unbilled or unpaid actuary's fees applicable to the 
plan's year-end and payable by the plan. 
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EXHIBIT 10a 
ILLUSTRATIVE LETTER TO PLAN ACTUARY 
In connection with an audit of the financial statements of XYZ Pension Plan 
[date of statements], please furnish our auditors, [name and address], the 
information described below as of [the more recent benefit information date, 
either the date of the plan year-end or the date of beginning of plan year]. 
For your convenience, you may supply in response to these requests pertinent 
sections, properly signed and dated, of your actuarial report or Schedule B, 
if available and if the requested information is contained therein. 
a. Please indicate the actuarial present value of accumulated plan 
benefits as defined in FASB Statement No. 35, Accounting and 
Reporting by Defined Benefit Pension Plans, classified as follows: 
1. Vested benefits of participants 
and beneficiaries currently 
receiving payments $ 
c. 
2. Other vested benefits $ 
3. Nonvested benefits $ 
4. Total $ 
b. The date of the above valuation of accumulated plan benefits is 
Describe the principal assumptions used in determining the 
actuarial present value of accumulated plan benefits. 
d. Please indicate the minimum annual contribution, including the use 
of any credit balances in the funding standard account available to 
offset present or future contributions under ERISA and the 
actuarial cost method being used; a description of the actuarial 
assumptions used in computing the funding standard account; and the 
aggregate effect of any change in the method or assumption(s). 
Also, indicate whether the alternative funding standard account was 
elected and whether the full-funding limitation is applicable. 
e. Briefly describe the employee group covered. 
f. Please provide the following: 
1. A brief general description of the benefit provisions of the 
plan used in the actuarial calculation 
2. A description of any benefits, as prescribed by FASB Statement 
No. 35, not included in the accumulated plan benefits valuation 
and the reason therefore 
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3. The effective date of the last plan amendment included in this 
valuation 
g. Please provide the following information relating to the employee 
census data used in performing the actuarial valuation: 
1. The date as of which the census data were collected is 
Number of Compensation 
Participant persons (if applicable) 
Currently receiving payments 
Active with vested benefits 
Terminated with deferred vested benefits 
Active without vested benefits 
Other (describe) 
Total 
Note: If information is not available for each of the above categories, 
indicate which categories have been grouped. Please describe any group or 
groups of participants not included in the above information. 
2. Information for specific individuals contained in the census: 
Participant's Age or Date Hired or 
Name or Number Birth Date Sex Salary Years of Service 
[Note to auditor: The auditor should select information from employer 
records to compare with the census data used by the actuary. In addition, 
the auditor may wish to have selected certain census data from the actuary's 
files to compare with the employer's records.] 
h. Describe, if significant (either individually or in the aggregate), 
the effects of the following factors on the change in the actuarial 
present value of accumulated plan benefits from the preceding to 
the current benefit information date. (Effects that are 
individually significant should be separately identified.) 
1. Plan amendments 
2. Changes in the nature of the plan (for example, a plan spin-
off or a merger with another plan) 
3. Changes in actuarial assumptions 
i. Describe, for the current year, the effects of the following on 
changes in the present value of accumulated plan benefits: 
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1. Increase in benefits accumulated 
2. Increase due to the passage of time 
3. Benefits paid 
[Note to auditor: Item (i) applies only if the change in actuarial 
information is being presented in statement format.] 
j . If an accumulated funding deficiency exists, the amount necessary 
to reduce the deficiency to zero under ERISA is $ . 
k. Have you been notified of a decision by the sponsor company to 
fully or partially terminate the plan? If so, please describe the 
effect on the plan. 
1. Please describe the nature of the relationship, if any, that you 
may have with the plan or the sponsor company and that may appear 
to impair the objectivity of your work. 
m. What is the amount of the unbilled and/or unpaid actuarial or other 
fees due your firm applicable to the plan year-end and payable by 
the plan? 
n. Please supply any additional information that you believe is 
necessary. 
Your prompt attention to this request will be appreciated. 
Very truly yours, 
Plan Administrator 
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EXHIBIT 10b 
ILLUSTRATIVE LETTER TO PLAN ACTUARY 
In connection with their audit of our financial statements as of [date of 
plan year-end], our auditors, [name and address], have requested that you 
confirm to them the following information as of [benefit information date] 
with respect to our defined benefit pension plan described in your report 
dated . 
[List of information to be confirmed] 
Please confirm the above information by signing the enclosed copy of this 
letter in the space provided, and return it directly to our auditors. If the 
above information is not correct, please inform our auditors directly, and, 
if possible, send them full details of the differences. 
Your prompt attention to this request will be appreciated. 
Very truly yours, 
Plan Administrator 
The above information is correct except as noted below. 
(Date) 
(Signature of Actuary) 
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CHAPTER 11 
PARTY IN INTEREST TRANSACTIONS 
11.1 Section 3(14) of ERISA defines a party in interest to include 
fiduciaries or employees of the plan, any person who provides services to the 
plan, an employer whose employees are covered by the plan, an employee 
association whose members are covered by the plan, a person who owns 30 
percent or more of such an employer or employee association, or relatives of 
such persons above. Although not identical, ERISA defines parties in 
interest in much the same way as FASB Statement No. 57, Related Party 
Disclosures, defines the term related parties. 
11.2 Certain transactions between a plan and a party in interest are 
generally prohibited under section 406(a) of ERISA: 
o A sale, exchange, or lease of property 
o A loan or other extension of credit 
o The furnishing of goods, services, or facilities 
o A transfer of plan assets to a party in interest for the use or 
benefit of a party in interest 
o An acquisition of employer securities or real property in violation 
of the 10% limitation. 
11.3 There are certain exceptions dealing with party in interest 
transactions that do not prevent a plan fiduciary from receiving reasonable 
compensation for services to a plan, or receiving benefits from a plan as a 
participant or beneficiary, as long as such benefits are in accordance with 
the terms of a plan as applied to all other participants and beneficiaries. 
In addition, payments to parties in interest for reasonable compensation for 
office space and legal, accounting, and other services necessary for the 
operation of a plan are permitted. 
11.4 An audit performed in accordance with generally accepted auditing 
standards cannot be expected to provide assurance that all related party or 
party in interest transactions will be discovered. Nevertheless, during the 
course of his or her audit, the auditor should be aware of the possible 
existence of party in interest and material related party transactions that 
could affect the financial statements or for which DOL Reporting Regulations 
(see appendix A) and FASB Statement No. 57 [AC section R36] require 
disclosure. Many of the procedures outlined in the following paragraphs are 
normally performed in an audit in accordance with generally accepted auditing 
standards, even if the auditor has no reason to suspect that party in 
interest transactions exist. Other audit procedures set forth in this 
section are specifically directed to party in interest transactions. 
11.5 The existence of certain party in interest relationships, such as 
plan-sponsor, may be clearly evident. Determining the existence of other 
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parties in interest requires the application of specific audit procedures, 
which may include the following: 
a. Evaluate the plan administrator's procedures for identifying and 
properly accounting for party in interest transactions. 
b. Request from appropriate personnel the names of all parties in 
interest and inquire whether there were any transactions with these 
parties during the period. 
c. Review filings (for example, Forms 5500 and LM-2) by the reporting 
entity with the DOL and other regulatory agencies for the names of 
parties in interest. 
d. Review prior years' working papers for the names of known parties 
in interest. 
e. Inquire of the predecessor plan auditor, if applicable, concerning 
his or her knowledge of existing relationships and the extent of 
management involvement with parties in interest. 
f. Inquire of the plan administrator whether any prohibited 
transactions have been identified as a result of past IRS or other 
governmental examinations. 
11.6 The following procedures are intended to provide guidance for 
identifying transactions with known parties in interest and for identifying 
transactions that may be indicative of the existence of previously 
undetermined party in interest relationships: 
a. Provide audit personnel performing segments of the audit with the 
names of known parties in interest so that they may become aware of 
transactions with such parties during the audit. 
b. Review the minutes of the meetings of the board of trustees of the 
plan and executive or operating committees for information about 
transactions authorized or discussed at their meetings. 
c. Review material filed with the DOL and other regulatory agencies 
for information about transactions with parties in interest. 
d. Review conflict-of-interests statements obtained by the plan from 
its officials.37 
e. Review the extent and nature of business transacted with the plan's 
major investees, suppliers, borrowers, lessees, and lenders for 
indications of previously undisclosed relationships. 
37
 Conflict-of-interests statements are intended to provide plan officials 
with information about the existence or nonexistence of relationships 
between the reporting persons and parties with whom the plan transacts 
business. 
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f. Consider whether transactions are occurring but are not being given 
accounting recognition, such as receiving or providing accounting 
management or other services at no charge or a major stockholder of 
the plan sponsor absorbing plan expenses. 
g. Review accounting records for large, unusual, or nonrecurring 
transactions or balances, paying particular attention to 
transactions recognized at or near the end of the reporting period. 
h. Review confirmations of compensating balance arrangements for 
indications that balances are or were maintained for or by parties 
in interest. 
i. Review invoices from law firms that have performed regular or 
special services for the plan for indications of the existence of 
parties in interest or parties in interest transactions. 
j . Review confirmations of loans receivable and payable for 
indications of guarantees. When guarantees are indicated, 
determine their nature and the relationships, if any, of the 
guarantors to the reporting entity. 
11.7 The auditor should place emphasis on testing material transactions with 
known parties in interest. After identifying party in interest transactions, 
the auditor should apply the procedures he or she considers necessary to 
obtain satisfaction concerning the purpose, nature, and extent of these 
transactions and their effect on the financial statements. The procedures 
should be directed toward obtaining and evaluating sufficient competent 
evidential matter and should extend beyond inquiry of management. Procedures 
that should be considered include the following: 
a. Obtain an understanding of the business purpose of the 
transaction.38 
b. Examine invoices, executed copies of agreements, contracts, and 
other pertinent documents. 
c. Determine whether the transaction has been approved by the board of 
trustees or other appropriate officials. 
.&. Test for reasonableness the compilation of amounts to be disclosed, 
or considered for disclosure. 
e. Inspect or confirm and obtain satisfaction concerning the 
transferability and value of collateral. 
38 Until he or she understands the business sense of material transactions, 
the auditor cannot complete his or her audit. If the auditor lacks 
sufficient specialized knowledge to understand a particular transaction, 
he or she should consult with persons who do have the requisite knowledge. 
-87-
11.8 When necessary to fully understand a particular party in interest 
transaction, the following procedures, which might not otherwise be deemed 
necessary to comply with generally accepted auditing standards, should be 
considered:39 
a. Confirm transaction amount and terms, including guarantees and 
other significant data, with the other party or parties to the 
transaction. 
b. Inspect evidence in possession of the other party or parties to the 
transaction. 
c. Confirm or discuss significant information with intermediaries, 
such as banks, guarantors, agents, or attorneys, to obtain a better 
understanding of the transaction. 
d. Refer to financial publications, trade journals, credit agencies, 
and other information sources when there is reason to believe that 
unfamiliar customers, suppliers, or other business enterprises with 
which material amounts of business have been transacted may lack 
substance. 
e. With respect to material uncollected balances, guarantees, and 
other obligations, obtain information about the financial 
capability of the other party or parties to the transaction. Such 
information may be obtained from audited financial statements, 
unaudited financial statements, income tax returns, and reports 
issued by regulatory agencies, taxing authorities, financial 
publications, or credit agencies. The auditor should decide on the 
degree of assurance required and the extent to which available 
information provides such assurance. 
PROHIBITED TRANSACTIONS 
11.9 In accordance with the provisions of SAS No. 54, Illegal Acts by 
Clients. the auditor should also be alert to party in interest transactions 
that may be prohibited by ERISA. When the auditor becomes aware of 
information concerning a possible prohibited party in interest transaction, 
the auditor should obtain an understanding of the nature of the transaction, 
the circumstances in which it occurred, and sufficient other information to 
evaluate the effect on the financial statements. In doing so, the auditor 
should inquire of plan management at a level above those involved, if 
possible. If management does not provide satisfactory information that the 
transaction is not prohibited, the auditor should--
a. Consult with the client's legal counsel or other specialists about 
the application of ERISA to the circumstances and the possible 
effects on the financial statements. Arrangements for such 
39
 Arrangements for certain procedures should be made or approved in advance 
by appropriate plan officials. 
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consultation with the client's legal counsel should be made by the 
client. 
b. If necessary, apply procedures such as those described in 
paragraphs 11.7 and 11.8 to obtain further understanding of the 
nature of the transaction. 
11.10 If the auditor concludes, based on information obtained and, if 
necessary, consultation with legal counsel, that a party in interest 
transaction has resulted in the occurrence of an illegal act, the auditor 
should consider the effect on the financial statements as well as the 
implications for other aspects of the audit. 
11.11 The auditor should consider the effect of the prohibited transaction 
on the amounts presented in financial statements including contingent 
monetary effects, such as fines, penalties, and damages. Because a plan 
fiduciary is liable to make good on losses to the plan resulting from a 
breach of fiduciary duty, and to restore to the plan any profits that the 
fiduciary made through the use of the plan's assets, prohibited transactions 
can give rise to significant receivables. Contingencies arising from 
prohibited transactions may also need to be disclosed in accordance with the 
requirements of FASB Statement No. 5, Accounting for Contingencies. 
11.12 The auditor should evaluate the adequacy of disclosure in the 
financial statements and required supplementary schedules of the potential 
effects of prohibited transactions on the plan's operations. If material 
revenue or earnings are derived from transactions involving illegal acts, or 
if illegal acts create significant unusual risks associated with material 
revenue or earnings, such as loss of a significant business relationship, 
that information should be considered for disclosure. 
IMPLICATIONS FOR AUDIT 
11.13 The auditor should consider the implications of prohibited 
transactions in relation to other aspects of the audit, particularly the 
reliability of representations of management. The implications of particular 
prohibited transactions will depend on the relationship of the perpetration 
and concealment, if any, of the transactions to specific control procedures 
and the level of management or employees involved. 
EFFECT ON THE AUDITOR'S REPORT 
11.14 Both ERISA and generally accepted auditing standards require that the 
auditor's report on financial statements included in an annual report filed 
with the DOL cover the information in the required supplementary schedules--
including the schedule of party in interest transactions--presented along 
with the basic financial statements. Chapter 13 includes a discussion of 
auditor's reports covering information in supplementary schedules as well as 
examples of such reports. 
11.15 ERISA requires that all transactions with parties in interest 
(excluding any transactions exempted from prohibited transaction rules) be 
-89-
disclosed in the supplementary schedule without regard to their materiality. 
If the auditor concludes that the plan has entered into a prohibited 
transaction with a party in interest, and the transaction has not been 
properly disclosed in the required supplementary schedule, the auditor should 
(a) express a qualified opinion or an adverse opinion on the supplementary 
schedule if the transaction is material to the financial statements or (b) 
modify his or her report on the supplementary schedule by adding a paragraph 
to disclose the omitted transaction if the transaction is not material to the 
financial statements. If the client refuses to accept the auditor's report 
as modified, the auditor should withdraw from the engagement and indicate the 
reasons for withdrawal in writing to the plan administrator or board of 
trustees. Paragraph 22 of SAS No. 54, Illegal Acts by Clients, states that 
the auditor may conclude that withdrawal is necessary when the client does 
not take the remedial action that the auditor considers necessary in the 
circumstances even when the illegal act is not material (emphasis added) to 
the financial statements. 
COMMUNICATION WITH RESPONSIBLE PARTIES 
11.16 The auditor should assure himself or herself that the plan 
administrator, or others with equivalent authority and responsibility, is 
adequately informed with respect to prohibited transactions and other illegal 
acts that come to the auditor's attention (see paragraph 6.9 for a discussion 
of individuals with the level of authority and responsibility equivalent to 
an audit committee). The auditor need not communicate matters that are 
clearly inconsequential and may reach agreement in advance with the plan 
administrator on the nature of such matters to be communicated. 
-90-
CHAPTER 12 
OTHER AUDITING CONSIDERATIONS 
PLAN TAX STATUS 
12.1 A trust established under an employee benefit plan ordinarily is 
qualified under the Internal Revenue Code as exempt from federal income 
taxes. The objective of auditing procedures applied with respect to the tax 
status of a plan is to permit the auditor to consider--
a. whether the trust is qualified under the Internal Revenue Code as 
being exempt from federal income taxes and whether transactions or 
events have occurred that might affect the plan's qualified 
status.40 
b. Whether asserted and unasserted claims and assessments affecting 
plan assets resulting from the loss of tax exemption have been 
properly recorded or disclosed in conformity with generally 
accepted accounting principles. 
12.2 The financial statements of an employee benefit plan generally have no 
accrued income tax liability or provision for income tax expense. Plans must 
be designed and operated in accordance with IRC requirements in order to 
maintain their qualified status. The existence of a determination letter 
does not in and of itself serve as evidence that the plan is qualified. 
Determination letters provide evidence that the plan is designed in 
accordance with applicable IRC requirements. However, qualified plans must 
comply with certain operating tests in order to be tax qualified (for 
example, coverage, discrimination, and maximum benefit limitation tests). 
Nevertheless, the auditor of an employee benefit plan should be aware of the 
possibility that violations of tax laws and regulations may have occurred. 
If specific information comes to the auditor's attention that provides 
evidence concerning the existence of possible violations affecting the 
financial statements, the auditor should apply auditing procedures 
specifically directed to ascertaining whether a violation has occurred (see 
SAS No. 54, Illegal Acts by Clients, paragraph 7). The auditor is also 
expected to inquire of, and obtain representations from, management 
concerning compliance with the laws and regulations and the prevention of 
violations that may cause disqualification. 
12.3 The auditing procedures applied in an audit of a plan's tax status 
ordinarily are--
40
 Note that ERISA requires disclosure of "information concerning whether or 
not a tax ruling or determination letter has been obtained." Generally 
accepted accounting principles (for example, FASB Statement No. 35) 
require disclosure of the federal income tax status of a plan only if a 
favorable tax determination has not been obtained or maintained. 
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a. Reviewing the IRS tax determination letter or an opinion letter 
from the plan's qualified tax counsel. If the plan has been 
amended, review any new rulings issued by the IRS regarding the 
modified plan instrument. 
b. Inquiring of the plan administrator about any plan activities that 
may cause it to lose its exempt status, including plan amendments 
and activities that would cause it to incur unrelated business 
income taxes, or operational decisions that would violate any of 
the requirements described in (c) below. 
c. Reviewing the results of auditing procedures applied in other areas 
of the audit and considering the findings in relation to tax 
qualification requirements. As a result of the review the auditor 
may become aware of possible violations of tax laws and 
regulations, such as the following: 
1. The plan discriminated in favor of employees who are officers, 
shareholders, or highly compensated employees. 
2. Benefits under the plan exceeded the statutory limitations. 
3. Contributions to the fund were not used exclusively for the 
benefit of participants. 
4. The plan does not cover an adequate number of employees. 
COMMITMENTS AND CONTINGENCIES 
12.4 Procedures that the auditor ordinarily should apply in connection with 
the commitments and contingencies of an employee benefit plan include--
a. Discussing possible areas of commitments and contingencies with the 
sponsoring employer, plan administrator, or other parties 
performing the plan's management functions. 
b. Reviewing minutes of various committees of the plan during and 
subsequent to the period being audited for discussion of possible 
contingent liabilities or commitments. 
c. Analyzing legal expenses for the period and reviewing invoices and 
statements from legal counsel for indications of possible 
contingencies. The legal expenses of a single employer plan may be 
paid directly by the employer, in which case the auditor should 
consider reviewing those expenses. 
d. Obtaining a representation letter from the appropriate persons, 
normally the plan's administrator or other parties performing the 
plan's management function (see SAS No. 19, Client Representations. 
and paragraph 12.11 of this guide). 
e. Inquiring as to any audit or investigation that the DOL, the IRS, 
or other regulatory agency has made of the plan's activities or 
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filings since the last audit (such reviews might arise, for 
example, from enforcement activities, from a request for an 
advisory opinion, or from a request for a prohibited transaction 
exemption). Obtain and review for financial statement implications 
any report of an audit or investigation not reviewed as part of the 
audit planning process, (see paragraph 5.18(e)) including the 
effect of transactions noted therein that give rise to potential 
receivables arising from breaches of fiduciary duties or prohibited 
transactions. Consider whether this information obtained from the 
inquiry should be included in the representation letter. 
12.5 An audit inquiry letter to the plan's lawyer is the auditor's primary 
means of corroborating the information provided by plan management concerning 
litigation, claims, and assessments (see SAS No. 12, Inquiry of a Client's 
Lawyer Concerning Litigation. Claims, and Assessment). The American Bar 
Association (ABA) has approved a "Statement of Policy Regarding Lawyers' 
Responses to Auditors' Requests for Information," which is set forth in 
Exhibit II to SAS No. 12. Audit inquiries to plan lawyers should be made in 
the context of the ABA/AICPA understanding, as discussed in SAS No. 12. 
12.6 The auditor should request plan management to send an audit inquiry 
letter to those lawyers who have been consulted regarding litigation, claims, 
assessments, and qualification matters relating to the plan. The matters 
that ordinarily should be covered by the audit inquiry letter are described 
in SAS No. 12, paragraph 9, and include a list prepared by management (or a 
request by management that the lawyer prepare a list) that describes and 
evaluates pending or threatened litigation, claims, and assessments or 
unasserted claims with respect to which the lawyer has been engaged and to 
which he or she has devoted substantial attention on behalf of the plan in 
the form of legal consultation or representation. Those matters ordinarily 
include--
a. Breach of fiduciary responsibilities. 
b. Party in interest transactions prohibited by ERISA. (Parties in 
interest are defined in ERISA sec. 3(14) and regulations under that 
section. See also chapter 11.) 
c. Loans or leases in default and reportable to the DOL. 
d. Events reportable to the PBGC. 
e. Events that may jeopardize the plan's tax qualification status. 
f. Legal actions brought by the plan on behalf of plan participants 
and beneficiaries. 
g. Review or inquiry by the DOL, the IRS, or other regulatory agency 
of the plan's activities or filings since the last audit. (A 
review or inquiry might arise, for example, from enforcement 
activities, from a request for an advisory opinion, or from a 
request for a prohibited transaction exemption.) 
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CASH BALANCES 
12.7 Cash balances of employee benefit plans tend to be very small, 
representing residual amounts not otherwise invested. When cash balances are 
held in trust under a trust agreement or under an insurance contract, 
confirmation of the balance normally is adequate. For a plan that maintains 
and controls cash accounts that are independent from the trust accounts or 
insurance contracts, auditing procedures such as those customarily used in 
audits of other entities are normally appropriate. 
ADMINISTRATIVE EXPENSES 
12.8 The objective of auditing procedures applied to administrative expenses 
is to provide the auditor with a reasonable basis for concluding whether 
those expenses are in accordance with agreements, are properly classified, 
and are recorded in appropriate amounts and periods. 
12.9 The audit of administrative expenses ordinarily should include--
a. Analyzing the account and examining supporting invoices, 
documents, and computations. 
b. Reviewing the terms of the plan instrument and the minutes of the 
board of trustees or administrative committee to determine that 
administrative expenses were properly authorized. 
c. If the plan employs a contract administrator, reviewing the 
contract and testing to ascertain that the services contracted for 
were performed and that payments were in accordance with the terms 
of the contract. 
d. If one office functions as a service organization for several plans 
and administrative expenses are allocated because they are not 
directly associated with a specific plan, reviewing the allocation 
to determine that it is appropriate and determining that the method 
of allocation selected was approved by the board of trustees or 
administrative committee. 
e. Determining that fees charged by trustees, investment advisors, and 
others are in accordance with the respective agreements. 
SUBSEQUENT EVENTS 
12.10 Guidance on the auditor's procedures relating to subsequent events is 
provided in SAS No. 1, sec. 560. The following auditing procedures 
ordinarily should be applied for all employee benefit plans. The list is not 
all-inclusive and should be modified to suit the circumstances of a specific 
engagement. 
a. Reviewing minutes of committee meetings held through the 
completion of the fieldwork. 
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b. Obtaining supplemental legal representations if there is a 
significant period between the date of the plan's legal counsel's 
response and the date of completion of fieldwork 
c. Obtaining the plan's interim financial statements for a period 
subsequent to the audit date, if they are available, comparing them 
with the financial statements being audited, and investigating any 
unusual fluctuations 
d. Inquiring of and discussing with the plan administrator or other 
parties performing the plan's management function--
1. Abnormal disposal or purchase of investments since year-end 
2. Amendments to plan and trust instruments and insurance 
contracts 
3. Matters involving unusual terminations of participants, such as 
termination arising from a sale of a division or layoffs 
4. Changes in plan commitments or contingent liabilities 
5. Any review or inquiry by the DOL, the IRS, or other regulatory 
agency of the plan's activities or filings since the last audit 
(a review or inquiry might arise, for example, from enforcement 
activities, from a request for an advisory opinion, or from a 
request for a prohibited transaction exemption). 
PLAN REPRESENTATIONS 
12.11 The auditor should obtain certain written representations from 
appropriate persons, normally the plan's administrator or other parties 
performing the plan's management function (see SAS No. 19, Client 
Representations). In addition to the representations obtained under SAS 
No. 19, the representation letter ordinarily should include, as applicable, 
representations regarding--
a. Whether the plan instrument has been amended, including amendments 
to comply with applicable laws. 
b. Whether current versions of the plan and/or trust documents have 
been filed with the appropriate agency. 
c. Whether there were omissions from the participant data (for 
example, for defined benefit plans: "There were no omissions from 
the participants' data provided the plan's actuary for the purpose 
of determining the actuarial present value of accumulated plan 
benefits and other actuarially determined amounts in the financial 
statements") (for example, for health and welfare benefit plans 
that require the services of an actuary: "There were no omissions 
from the participants' data provided the plan's actuary for the 
purpose of determining the liability for claims incurred but not 
reported and other actuarially determined amounts in the financial 
statements"). 
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d. Whether an appropriate person, normally the plan's administrator, 
accepts the actuarial methods and assumptions used by the actuary 
for funding purposes and for determining accumulated plan benefits 
and has no knowledge or belief that would make such methods or 
assumptions inappropriate in the circumstances. 
e. Whether there have been changes in (1) the actuarial methods or 
assumptions used in calculating amounts recorded or disclosed in 
the financial statements and (2) plan provisions between the 
actuarial valuation date and the date of this letter. (Item (e) 
applies only to defined benefit plans and to those health and 
welfare benefit plans that require the services of an actuary.) 
f. Whether the plan and the trust established under the plan are 
qualified under the appropriate section of the Internal Revenue 
Code and intend to continue as a qualified plan and trust. 
g. Whether the plan has complied with the fidelity bonding 
requirements of ERISA. 
h. Whether there were transactions with parties in interest (as 
defined in ERISA sec. 3(1) and regulations under that section) that 
were not disclosed in the supplemental schedules or financial 
statements. 
i. Whether there were investments in default or considered to be 
uncollectible that were not disclosed in the supplemental 
schedules. 
j. Whether there were reportable transactions (as defined in ERISA 
sec. 103 (b)(3)(H) and regulations under that section) that were 
not disclosed in the supplemental schedules. 
k. Whether there is a present intention to terminate the plan. 
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CHAPTER 13 
THE AUDITOR'S REPORT 
13.1 This chapter provides guidance on the auditor's report on the financial 
statements of an employee benefit plan when--
a. The auditor expresses an unqualified opinion on financial 
statements presented in accordance with generally accepted 
accounting principles (paragraphs 13.3 through 13.5). 
b. Supplemental schedules relating to ERISA and DOL regulations 
accompany the financial statements (paragraphs 13.6 through 13.9). 
c. The financial statements have been prepared on a basis of 
accounting other than generally accepted accounting principles 
(paragraphs 13.10 through 13.13). 
d. Information regarding accumulated plan benefits is omitted or is 
not measured in conformity with generally accepted accounting 
principles (paragraph 13.14). 
e. The scope of the audit was limited (paragraphs 13.16 through 
13.18). 
f. The auditor is reporting on the financial statements of a trust 
established under a plan (paragraph 13.20). 
g. The plan's investments include nonreadily marketable securities, 
and either the valuation is appropriate but the range of possible 
values is significant or the investments are not valued in 
accordance with generally accepted accounting principles 
(paragraphs 13.21 through 13.23). 
h. The plan auditor uses the work of other auditors regarding plan 
investments (paragraph 13.24). 
i. A defined contribution plan provides investment options to 
participants, and the financial statements are presented in 
columnar format showing assets and changes in assets by the 
separate funds (paragraph 13.25). 
j . The employee benefit plan may not continue in existence (paragraphs 
13.26 and 13.27). 
THE AUDITOR'S STANDARD REPORT 
13.2 The illustrative auditor's reports presented in this chapter have been 
prepared to present the standard auditor's reports on financial statements of 
employee benefit plans in accordance with SAS No. 58, Reports on Audited 
Financial Statements. These reports may be addressed to the plan or the 
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trust whose financial statements are being audited, or to the plan 
administrator or board of trustees, or to participants and beneficiaries. 
Defined Benefit Plans 
13.3 The following are illustrations of an auditor's report with an 
unqualified opinion on the financial statements of a defined benefit plan. 
In addition to the statement of net assets available for benefits and the 
statement of changes during the year in net assets available for benefits 
required by FASB Statement No. 35, Accounting and Reporting by Defined 
Benefit Pension Plans, the illustrations assume that information regarding 
the actuarial present value of accumulated plan benefits and changes therein 
is also presented in separate financial statements.41 
41
 FASB Statement No. 35 permits variation in the presentation of information 
regarding the actuarial present value of accumulated plan benefits and 
changes therein. If such information is not presented in separate 
financial statements but is presented on the face of one or more financial 
statements or the notes thereto, the scope paragraph of the auditor's 
report should refer only to the financial statements that are presented. 
For example, if information regarding accumulated plan benefits and 
changes therein is presented in the notes to the financial statements 
regarding net assets available for benefits and changes therein, the first 
sentence of the auditor's report might read as follows: 
We have audited the accompanying statement of net assets 
available for benefits of XYZ Pension Plan as of December 
31, 19X2, and the related statement of changes in net assets 
available for benefits for the year then ended. 
The wording of the opinion paragraph would be the same as in the 
illustration and would refer to the financial status of the plan. 
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1 
ILLUSTRATION OF AUDITOR'S REPORT ON FINANCIAL STATEMENTS OF DEFINED 
BENEFIT PLAN ASSUMING END-OF-YEAR BENEFIT INFORMATION DATE 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statements of net assets available for 
benefits and of accumulated plan benefits of XYZ Pension Plan as of December 
31, 19X2, and the related statements of changes in net assets available for 
benefits and of changes in accumulated plan benefits for the year then ended. 
These financial statements are the responsibility of the Plan's management. 
Our responsibility is to express an opinion on these financial statements 
based on our audit. 
We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the financial status of the Plan as of December 31, 
19X2, and the changes in its financial status for the year then ended in 
conformity with generally accepted accounting principles.42 
[Signature of Firm] 
[City and State] 
[Date] 
42
 APB Statement No. 4, paragraph 133, states, "The financial position of an 
enterprise at a particular time comprises its assets, liabilities, and 
owners' equity and the relationship among them." FASB Statement No. 35 
left unresolved the question of whether accumulated plan benefit 
information represents a liability of a defined benefit pension plan. 
Accordingly, since the financial statements of a defined benefit pension 
plan do not present information on accumulated plan benefits as a 
liability of the plan, and since they do not present an account comparable 
to the owners' equity of other types of entities, the auditor's opinion in 
the illustrative reports does not refer to the presentation of the 
financial position of the plan. The terms "financial status" and "changes 
in financial status," as used here, refer to the presentation of 
information regarding net assets available for plan benefits and changes 
therein and information regarding accumulated plan benefits and changes 
therein as specified in FASB Statement No. 35 (see FASB Statement No. 35, 
paragraph 235). 
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ILLUSTRATION OF AUDITOR'S REPORT ON FINANCIAL STATEMENTS OF DEFINED BENEFIT 
PLAN ASSUMING BEGINNING-OF-YEAR BENEFIT INFORMATION DATE 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statements of net assets available for 
benefits of XYZ Pension Plan as of December 31, 19X2 and 19X1, and the 
related statements of changes in net assets available for benefits for the 
years then ended and the statement of accumulated plan benefits as of 
December 31, 19X1, and the related statement of changes in accumulated plan 
benefits for the year then ended. These financial statements are the 
responsibility of the Plan's management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 
We conducted our audits in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, information regarding the Plan's net assets available 
for benefits as of December 31, 19X2 and changes therein for the year then 
ended and its financial status as of December 31, 19X1 and changes therein 
for the year then ended in conformity with generally accepted accounting 
principles. 
[Signature of Firm] 
[City and State] 
[Date] 
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Defined Contribution Plans 
13.4 The following is an illustration of an auditor's report with an 
unqualified opinion on the financial statements of a profit-sharing plan. 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statement of net assets available for 
benefits of XYZ Company Profit-Sharing Plan as of December 31, 19X1, and the 
related statement of changes in net assets available for benefits for the 
year then ended. These financial statements are the responsibility of the 
Plan's management. Our responsibility is to express an opinion on these 
financial statements based on our audit. 
We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the net assets available for benefits of the Plan as 
of December 31, 19X1, and the changes in net assets available for benefits 
for the year then ended in conformity with generally accepted accounting 
principles. 
[Signature of Firm] 
[City and State] 
[Date] 
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Health and Welfare Benefit Plans 
13.5 The following is an illustration of an auditor's report with an 
unqualified opinion on the financial statements of an employee health and 
welfare benefit plan. 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statement of net assets of Bizco Corporation 
Employee Health and Welfare Benefit Plan as of December 31, 19X1, and the 
related statement of changes in net assets for the year then ended. These 
financial statements are the responsibility of the Plan's management. Our 
responsibility is to express an opinion on these financial statements based 
on our audit. 
We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the net assets of the Plan as of December 31, 19X1, 
and the changes in net assets for the year then ended in conformity with 
generally accepted accounting principles. 
[Signature of Firm] 
[City and State] 
[Date] 
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SUPPLEMENTAL SCHEDULES RELATING TO ERISA AND DOL REGULATIONS 
13.6 Besides the financial statements and related disclosures, which may 
conform to the requirements of FASB Statement No. 35, ERISA and DOL 
regulations require additional information to be disclosed. Some of this 
information is required to be covered by the auditor's report, but other 
required additional information need not be covered by the auditor's report. 
(The information required by ERISA and by the regulations is described in 
appendix A.) 
13.7 SAS No. 29, Reporting on Information Accompanying the Basic Financial 
Statements in Auditor-Submitted Documents, provides guidance on the form and 
content of reporting when the auditor submits to the client or others a 
document containing information accompanying the basic financial statements. 
Paragraph 6 of SAS No. 29 provides the following guidelines for the auditor's 
report in those circumstances: 
a. The report should state that the audit has been made for the 
purpose of forming an opinion on the basic financial statements 
taken as a whole. 
b. The report should identify the accompanying information. 
(Identification may be made by descriptive title or page number of 
the document.) 
c. The report should state that the accompanying information is 
presented for purposes of additional analysis and is not a required 
part of the basic financial statements. The report may refer to 
regulatory agency requirements applicable to the information. 
d. The report should include either an opinion on whether the 
accompanying information is fairly stated in all material respects 
in relation to the basic financial statements taken as a whole or a 
disclaimer of opinion, depending on whether the information has 
been subjected to the auditing procedures applied in the audit of 
the basic financial statements. The auditor may express an opinion 
on a portion of the accompanying information and disclaim an 
opinion on the remainder. 
e. The report on the accompanying information may be added to the 
auditor's standard report on the basic financial statements or 
appear separately in the auditor-submitted document. 
13.8 When the auditor's report covers additional information and he or she 
has applied auditing procedures and is expressing an opinion on the 
additional information, a separate paragraph of the report might be worded as 
follows: 
Our audit was made for the purpose of forming an opinion on the 
basic financial statements taken as a whole. The supplemental 
schedules of [identify] are presented for the purpose of complying 
with the Department of Labor's Rules and Regulations for Reporting 
and Disclosure under the Employee Retirement Income Security Act 
of 1974 and are not a required part of the basic financial 
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statements. The supplemental schedules have been subjected to the 
auditing procedures applied in the audit of the basic financial 
statements and, in our opinion, are fairly stated in all material 
respects in relation to the basic financial statements taken as a 
whole. 
When additional information is presented on which the auditor does not 
express an opinion, the information should be marked as unaudited or should 
refer to the auditor's disclaimer of opinion, and the last sentence of the 
example paragraph above should state the following: 
The supplemental schedules have not been subjected to the auditing 
procedures applied in the audit of the basic financial statements, 
and, accordingly, we express no opinion on them. 
13.9 In an audit in accordance with generally accepted auditing standards, 
the report need not state that the financial statements and schedules comply 
with the DOL filing requirements. During the audit, however, the auditor may 
become aware of a departure from such requirements that is not also a 
departure from generally accepted accounting principles in which case he or 
she may wish to emphasize the matter in an explanatory paragraph of the 
report. If the auditor becomes aware that the plan has entered into a 
prohibited transaction with a party in interest, and the transaction has not 
been properly disclosed in the required supplementary schedule, he or she 
should follow the guidance in paragraph 11.15. 
NON-GAAP-BASIS FINANCIAL STATEMENTS 
13.10 Present DOL regulations permit, but do not require, financial 
statements included in the annual report (Form 5500) to be prepared on a 
basis of accounting other than generally accepted accounting principles. 
Also, they do not prohibit variances from generally accepted accounting 
principles if the variances are described in a note to the financial 
statements. 
13.11 A common example of the use of a basis other than generally accepted 
accounting principles is financial statements prepared on the modified cash 
basis of accounting for filing with the DOL. SAS No. 62, Special Reports. 
paragraphs 2 through 10, provides guidance on "Financial Statements Prepared 
in Conformity With a Comprehensive Basis of Accounting Other Than Generally 
Accepted Accounting Principles." Included in the definition of a "compre-
hensive basis of accounting" are the cash basis and modifications thereof 
having substantial support. Cash basis financial statements that adjust 
securities investments to fair value are considered to be prepared on a 
modified cash basis of accounting. 
13.12 The following is an illustration of an auditor's report on the 
financial statements of a defined benefit pension plan prepared on the 
modified cash basis. The illustration assumes that information on 
accumulated plan benefits is included in the notes to the financial 
statements. 
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Independent Auditor's Report 
Addressee: 
We have audited the accompanying statements of net assets available for 
benefits (modified cash basis) of XYZ Pension Plan as of December 31, 19X2 
and 19X1, and the related statement of changes in net assets available for 
benefits (modified cash basis) for the year ended December 31, 19X2. These 
financial statements are the responsibility of the Plan's management. Our 
responsibility is to express an opinion on these financial statements based 
on our audits. 
We conducted our audits in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 
As described in note X, these financial statements and supplemental schedules 
were prepared on a modified cash basis of accounting, which is a 
comprehensive basis of accounting other than generally accepted accounting 
principles. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the financial status of XYZ Pension Plan as of 
December 31, 19X2 and 19X1, and the changes in its financial status for the 
year ended December 19X2, on the basis of accounting described in note X. 
Our audits were made for the purpose of forming an opinion on the financial 
statements taken as a whole. The supplemental schedules (modified cash 
basis) of (1) assets held for investment, (2) transactions in excess of 5 
percent of the current value of plan assets, and (3) investments in loans and 
fixed income obligations in default or classified as uncollectible as of or 
for the year ended December 31, 19X2, are presented for the purpose of 
complying with the Department of Labor's Rules and Regulations for Reporting 
and Disclosure under the Employee Retirement Income Security Act of 1974 and 
are not a required part of the basic financial statements. The supplemental 
schedules have been subjected to the auditing procedures applied in the 
audits of the basic financial statements and, in our opinion, are fairly 
stated in all material respects in relation to the basic financial statements 
taken as a whole. 
[Signature of Firm] 
[City and State] 
[Date] 
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13.13 If the plan administrator prepares financial statements on a modified 
cash basis or other basis not in conformity with generally accepted 
accounting principles, he or she might decide not to disclose information 
regarding accumulated plan benefits. In such cases, the auditor should 
comment in the report on the lack of such disclosure and should express a 
qualified or an adverse opinion (see SAS No. 62, paragraphs 9 and 10). 
ACCUMULATED PLAN BENEFITS--GAAP DEPARTURES AND CHANGES IN ACCOUNTING 
ESTIMATES 
13.14 As noted in paragraph 2.5, the financial statements of a defined 
benefit pension plan, prepared in conformity with generally accepted 
accounting principles, should include information regarding the actuarial 
present value of accumulated plan benefits and the effects, if significant, 
of certain factors affecting the year-to-year change in accumulated plan 
benefits. If the benefit information either is omitted or is not 
appropriately measured in conformity with FASB Statement No. 35, the auditor 
should express a qualified or adverse opinion (see paragraph 13.13 regarding 
omitted disclosures in non-GAAP-basis financial statements). 
13.15 The auditor's report should not be modified as to consistency for 
changes in actuarial assumptions, changes that merely result in presenting 
new or additional accumulated plan benefits information, or a change from 
presenting the accumulated plan benefit information (of a defined benefit 
pension plan) as of the beginning of the year to presenting it as of the end 
of the year (see AU 9420.64-.65). 
LIMITED-SCOPE EXAMINATIONS UNDER DOL REGULATIONS 
13.16 Under DOL regulations the plan auditor need not examine and report on 
certain information prepared by banks, similar institutions, or insurance 
carriers that are regulated, supervised, and subject to periodic examination 
by a state or federal agency if that Information is certified as complete and 
accurate by the bank or similar institution, or an insurance carrier (see 
appendix A). Thus the plan administrator may restrict the auditor's 
examination of the assets held and transactions executed by such 
institutions.43 The following is an example of the auditor's report in these 
43
 Certain data furnished and certified by a bank, a similar institution, or 
an insurance carrier are based on information supplied by the plan 
administrator. Accordingly, the auditor should satisfy himself or herself 
that the amounts reported by the trustee as being received from, and 
disbursed at the direction of, the plan administrator or other authorized 
party have been properly determined in accordance with the terms of the 
plan and that the information included in the financial statements and 
schedules has been presented in compliance with the DOL Rules and 
Regulations for Reporting and Disclosure under the Employee Retirement 
Income Security Act of 1974. If the auditor is precluded from performing 
these procedures, it will ordinarily be necessary to disclaim an opinion 
on the financial statements in accordance with SAS No. 58, paragraphs 70 
through 72, because of the limitation on the scope of the examination, and 
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special circumstances when he or she believes this to be a significant 
limitation on the scope of the examination.44 
Independent Auditor's Report 
Addressee: 
We were engaged to audit the financial statements and supplemental schedules 
of XYZ Pension Plan as of December 31, 19X1 and for the year then ended, as 
listed in the accompanying index. These financial statements and schedules 
are the responsibility of the Plan's management. 
As permitted by Section 2520.103-8 of the Department of Labor's Rules and 
Regulations for Reporting and Disclosure under the Employee Retirement Income 
Security Act of 1974, the plan administrator instructed us not to perform, 
and we did not perform, any auditing procedures with respect to the 
information summarized in Note X, which was certified by ABC Bank, the 
trustee of the Plan, except for comparing the information with the related 
information included in the 19X1 financial statements and supplemental 
schedules. We have been informed by the plan administrator that the trustee 
holds the Plan's investment assets and executes investment transactions. The 
plan administrator has obtained a certification from the trustee as of and 
for the year ended December 31, 19X1 that the information provided to the 
plan administrator by the trustee is complete and accurate. 
Because of the significance of the information that we did not audit, we are 
unable to, and do not, express an opinion on the accompanying financial 
statements and schedules taken as a whole. The form and content of the 
information included in the financial statements and schedules, other than 
that derived from the information certified by the trustee, have been audited 
by us in accordance with generally accepted auditing standards and, in our 
opinion, are presented in compliance with the Department of Labor's Rules and 
Regulations for Reporting and Disclosure under the Employee Retirement Income 
Security Act of 1974. 
[Signature of Firm] 
[City and State] 
[Date] 
it would not be appropriate for the auditor to comment on whether the 
financial statements are presented in compliance with ERISA and applicable 
DOL regulations. 
44
 If the plan's financial statements are prepared on the cash basis or a 
modified cash basis of accounting, the auditor's report should also 
include a paragraph stating the basis of presentation and that cash basis 
is a comprehensive basis of accounting other than GAAP. Paragraph 12.12 
provides an illustration of the wording of such a paragraph. 
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Limited-Scope Examination in Prior Year 
13.17 An employee benefit plan administrator may elect not to limit the 
scope of the examination in the current year although the scope of the 
examination in the prior year was limited in accordance with DOL 
regulations.45 The following illustrates a report on comparative financial 
statements of a defined benefit pension plan under those circumstances. 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statement of net assets available for 
benefits of XYZ Pension Plan as of December 31, 19X2 and 19X1, and the 
related statement of changes in net assets available for benefits for the 
year ended December 31, 19X2 and the statements of accumulated plan benefits 
as of December 31, 19X2 and 19X1, and the related statement of changes in 
accumulated plan benefits for the year ended December 31, 19X2. These 
financial statements are the responsibility of the Plan's management. Our 
responsibility is to express an opinion on these financial statements based 
on our audits. 
Except as explained in the following paragraph, we conducted our audits in 
accordance with generally accepted auditing standards. Those standards 
require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement 
presentation. We believe that our audits provide a reasonable basis for our 
opinion. 
As permitted by Section 2520/103-8 of the Department of Labor's Rules and 
Regulations for Reporting and Disclosure under the Employee Retirement Income 
Security Act of 1974, investment assets held by ABC Bank, the trustee of the 
Plan, and transactions in those assets were excluded from the scope of our 
audit of the Plan's 19X1 financial statements, except for comparing the 
information provided by the trustee, which is summarized in Note X, with the 
related information included in the financial statements. 
Because of the significance of the information that we did not audit, we are 
unable to, and do not, express an opinion on the Plan's financial statements 
as of December 31, 19X1. The form and content of the information included in 
the 19X1 financial statements, other than that derived from the information 
certified by the trustee, have been audited by us and, in our opinion, are 
presented in compliance, in all material respects, with the Department of 
45
 Present DOL regulations prescribe that the annual report include a 
statement of net assets available for benefits on a comparative basis; the 
statement of changes in net assets available for benefits is required for 
the current year only. 
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Labor's Rules and Regulations for Reporting and Disclosure under the Employee 
Retirement Income Security Act of 1974. 
In our opinion, the financial statements, referred to above, of XYZ Pension 
Plan as of December 31, 19X2, and for the year then ended present fairly, in 
all material respects, the financial status of XYZ Pension Plan as of 
December 31, 19X2, and changes in its financial status for the year then 
ended in conformity with generally accepted accounting principles. 
Our audit of the Plan's financial statements as of and for the year ended 
December 31, 19X2, was made for the purpose of forming an opinion on the 
financial statements taken as a whole. The supplemental schedules of 
(1) assets held for investment, (2) transactions in excess of 5 percent of 
the current value of plan assets, and (3) investments in loans and fixed 
income obligations in default or classified as uncollectible as of or for the 
year ended December 31, 19X2, are presented for the purpose of complying with 
the Department of Labor's Rules and Regulations for Reporting and Disclosure 
under the Employee Retirement Income Security Act of 1974 and are not a 
required part of the basic financial statements. The supplemental schedules 
have been subjected to the auditing procedures applied in the audit of the 
basic financial statements for the year ended December 31, 19X2, and, in our 
opinion, are fairly stated in all material respects in relation to the basic 
financial statements taken as a whole. 
[Signature of Firm] 
[City and State] 
[Date] 
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Limited-Scope Examination in Current Year 
13.18 A plan may exclude from the auditor's examination its assets held by 
banks or insurance companies in the current year, whereas the scope of the 
examination in the prior year was unrestricted. When comparative financial 
statements will be issued in those circumstances, the auditor should report 
on the prior year's financial statements of the plan. Although the auditor's 
report should ordinarily be dated as of the completion of the most recent 
examination, the procedures performed in an examination that has been 
restricted, as permitted by section 2520.103-8 of the DOL's Rules and 
Regulations for Reporting and Disclosure, generally are not sufficient to 
enable the auditor to update the report on the prior year's financial 
statements. Accordingly, the auditor should consider referring to the date 
of the previously issued report on the prior year's financial statements in 
expressing an opinion on that information. The following illustrates a 
report on comparative financial statements in those circumstances.46 
Independent Auditor's Report 
Addressee: 
We were engaged to audit the accompanying statement of net assets available 
for benefits of XYZ Pension Plan as of December 31, 19X2, and the related 
statement of changes in net assets available for benefits for the year then 
ended and the supplemental schedules of (1) assets held for investment, (2) 
transactions in excess of 5 percent of the current value of plan assets, and 
(3) investments in loans and fixed income obligations in default or 
classified as uncollectible as of or for the year ended December 31, 19X2. 
These financial statements are the responsibility of the Plan's management. 
As permitted by Section 2520.103-8 of the Department of Labor's Rules and 
Regulations for Reporting and Disclosure under the Employee Retirement Income 
Security Act of 1974, the plan administrator instructed us not to perform, 
and we did not perform, any auditing procedures with respect to the 
information summarized in Note X, which was certified by ABC Bank, the 
trustee of the Plan, except for comparing the information with the related 
information included in the 19X2 financial statements and the supplemental 
schedules. We have been informed by the plan administrator that the trustee 
holds the Plan's investment assets and executes investment transactions. The 
plan administrator has obtained a certification from the trustee as of and 
for the year ended December 31, 19X2, that the information provided to the 
plan administrator by the trustee is complete and accurate. 
Because of the significance of the information in the Plan's 19X2 financial 
statements that we did not audit, we are unable to, and do not, express an 
opinion on the accompanying financial statements and supplemental schedules 
as of or for the year ended December 31, 19X2. The form and content of the 
information included in the financial statements and supplemental schedules, 
46
 This illustration assumes that information regarding accumulated plan 
benefits and changes therein is included in the notes to the financial 
statements of net assets available for benefits and changes in net assets 
available for benefits. 
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other than that derived from the information certified by the trustee, have 
been audited by us in accordance with generally accepted auditing standards 
and, in our opinion, are presented in compliance with the Department of 
Labor's Rules and Regulations for Reporting and Disclosure under the Employee 
Retirement Income Security Act of 1974. 
We have audited the statement of net assets available for benefits of XYZ 
Pension Plan as of December 31, 19X1, and in our report dated May 20, 19X2, 
we expressed our opinion that such financial statement presents fairly, in 
all material respects, the financial status of XYZ Pension Plan as of 
December 31, 19X1, in conformity with generally accepted accounting 
principles. 
[Signature of Firm] 
[City and State] 
April 1, 19X3 
LIMITED-SCOPE EXAMINATION FOR MULTIEMPLOYER PENSION PLAN 
13.19 The following is an example of the auditor's report disclaiming an 
opinion on the financial statements of a multiemployer pension plan when the 
auditor has been unable to apply all the procedures he or she considers 
necessary with regard to participants' data maintained by, and contributions 
from, the sponsor companies. 
Independent Auditor's Report 
Addressee: 
We were engaged to audit the statements of (identify) of XYZ Multiemployer 
Pension Plan as of December 31, 19X2 and 19X1, and for the years then ended. 
These financial statements are the responsibility of the Plan's management. 
The Plan's records and procedures are not adequate to assure the completeness 
of participants' data on which contributions and benefit payments are 
determined, and the Board of Trustees did not engage us to perform, and we 
did not perform, any other auditing procedures with respect to participants' 
data maintained by the sponsor companies or individual participants. 
Because of the significance of the information that we did not audit, the 
scope of our work was not sufficient to enable us to express, and we do not 
express, an opinion on these financial statements. 
[Signature of Firm] 
[City and State] 
[Date] 
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REPORTING ON THE FINANCIAL STATEMENTS OF A TRUST ESTABLISHED UNDER A PLAN 
13.20 Under both FASB Statement No. 35 and ERISA, the reporting entity is 
the employee benefit plan. However, the plan administrator may engage an 
independent auditor to report on the financial statements of a trust 
established under the plan. In such examinations, the auditor should observe 
the applicable provisions of this guide. Users of the financial statements 
of the trust may not be aware of the distinction between the trust and the 
plan. Therefore, when reporting on such a trust, the auditor's report should 
explain that the financial statements of the trust do not purport to present 
the financial status or changes in financial status of the plan in accordance 
with generally accepted accounting principles and that the financial 
statements do not purport to satisfy the DOL reporting and disclosure 
requirements. The following is an example of the auditor's report on the 
financial statements of a trust established under an employee benefit plan. 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statement of net assets of ABC Pension Trust 
as of December 31, 19X2, and the related statement of changes in net assets 
and trust balance for the year then ended. These financial statements are 
the responsibility of the Trust's management. Our responsibility is to 
express an opinion on these financial statements based on our audit. 
We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the net assets of ABC Pension Trust as of December 31, 
19X2, and the changes in its net assets and trust balance for the year then 
ended in conformity with generally accepted accounting principles. 
The accompanying statements are those of ABC Pension Trust, which is 
established under XYZ Pension Plan; the statements do not purport to present 
the financial status of XYZ Pension Plan. The statements do not contain 
certain information on accumulated plan benefits and other disclosures 
necessary for a fair presentation of the financial status of XYZ Pension Plan 
in conformity with generally accepted accounting principles. Furthermore, 
these statements do not purport to satisfy the Department of Labor's Rules 
and Regulations for Reporting and Disclosure under the Employee Retirement 
Income Security Act of 1974 relating to the financial statements of employee 
benefit plans. 
[Signature of Firm] 
[City and State] 
[Date] 
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NONREADILY MARKETABLE INVESTMENTS 
13.21 ERISA defines current value as "fair market value where available and 
otherwise the fair value as determined in good faith by a trustee or a named 
fiduciary." Investments for which fair market value may not be readily 
determinable include securities that are not readily marketable, private debt 
placements, and real estate investments (see paragraphs 2.7 through 2.9). 
13.22 The auditor's report should include an explanatory paragraph when the 
financial statements contain securities whose values were estimated by the 
plan (for example, board of trustees, plan administrator, investment 
committee, or other named fiduciary) in the absence of readily ascertainable 
market values, the range of possible values of those securities is 
significant, and the auditor concludes that, after examining the underlying 
documentation supporting the plan's good-faith estimate of value, the 
valuation principles are acceptable, are being consistently applied, and are 
reasonably supported by the documentation. The following is an illustration 
of the opinion and explanatory paragraphs (in the audit report on the 
financial statements of a defined contribution plan) in those circumstances: 
In our opinion, the financial statements referred to above present 
fairly, in all material respects, the net assets available for 
benefits of the Plan as of December 31, 19X1, and the changes in 
net assets available for benefits for the year then ended in 
conformity with generally accepted accounting principles. 
As explained in note 2, the financial statements include 
securities valued at $_ ( % of net assets), whose values 
have been estimated by the Board of Trustees in the absence of 
readily ascertainable market values. We have reviewed the 
procedures used by the Board of Trustees in arriving at its 
estimate of value of such securities and have inspected underlying 
documentation, and, in the circumstances, we believe the 
procedures are reasonable and the documentation appropriate. 
However, because of the inherent uncertainty of valuation, those 
estimated values may differ significantly from the values that 
would have been used had a ready market for the securities 
existed, and the differences could be material. 
[Signature of Firm] 
[City and State] 
[Date] 
13.23 If the auditor's review discloses that the valuation procedures 
followed by the plan are inadequate or unreasonable, or if the underlying 
documentation does not appear to support the valuation, the auditor should 
qualify his or her opinion because of the departure from generally accepted 
accounting principles. Accordingly, an "except for" or adverse opinion would 
be appropriate. The following illustration provides an example of the 
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explanatory paragraph and opinion paragraph of an auditor's report qualified 
because of inadequate procedures to value investments. The illustration 
assumes that the auditor cannot reasonably determine the effects of the 
departure. 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statements of net assets available for 
benefits and of accumulated plan benefits of XYZ Pension Plan as of December 
31, 19X2, and the related statements of changes in net assets available for 
benefits and of changes in accumulated plan benefits for the year then ended. 
These financial statements are the responsibility of the Plan's management. 
Our responsibility is to express an opinion on these financial statements 
based on our audit. 
We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 
As discussed in note X, investments amounting to $ ( percent of net 
assets available for benefits) as of December 31, 19X2, have been valued at 
estimated fair value as determined by the Board of Trustees. We have 
reviewed the procedures applied by the trustees in valuing the securities and 
have inspected the underlying documentation. In our opinion, those 
procedures are not adequate to determine the fair value of the investments in 
conformity with generally accepted accounting principles. The effect on the 
financial statements and supplemental schedules of not applying adequate 
procedures to determine the fair value of the securities is not determinable. 
In our opinion, except for the effects of the procedures used by the Board of 
Trustees to determine the valuation of investments as described in the 
preceding paragraph, the financial statements referred to above present 
fairly, in all material respects, the financial status of XYZ Pension Plan as 
of December 31, 19X2, and the changes in its financial status for the year 
then ended in conformity with generally accepted accounting principles. 
Our audit was made for the purpose of forming an opinion on the financial 
statements taken as a whole. The additional information presented in 
supplemental schedules of (1) assets held for investment, (2) transactions in 
excess of 5 percent of the current value of plan assets, and (3) investments 
in loans and fixed income obligations in default or classified as 
uncollectible as of or for the year ended December 31, 19X2, is presented for 
the purpose of complying with the Department of Labor's Rules and Regulations 
for Reporting and Disclosure under the Employee Retirement Income Security 
Act of 1974 and is not a required part of the basic financial statements. 
That additional information has been subjected to the auditing procedures 
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applied in the audit of the basic financial statements for the year ended 
December 31, 19X2; and in our opinion, except for the effects of the 
valuation of investments, as described above, the additional information is 
fairly stated in all material respects in relation to the basic financial 
statements taken as a whole. 
[Signature of Firm] 
[City and State] 
[Date] 
REFERENCE TO THE WORK OF OTHER AUDITORS 
13.24 Throughout this guide, circumstances are discussed in which the plan 
auditor may use the work of another auditor regarding plan investments. For 
example, the plan auditor may use the report of the independent auditor of 
the financial statements of a common or commingled trust fund or a separate 
account to obtain assurance regarding significant amounts of the plan's 
assets, and the auditor may use a special-purpose report on a third party's 
system of internal accounting control. Although the amount of the plan's 
assets covered by the other auditor's report or relating to the internal 
accounting controls covered by the special-purpose report may be material in 
relation to the net assets of the plan, the plan auditor ordinarily would be 
the principal auditor. The work of the other auditor is used by the plan 
auditor as competent evidential matter regarding the value of certain 
investments or internal accounting controls relating to plan investments. 
Since the plan auditor performs procedures with respect to investments, 
contributions, benefit payments, plan obligations, participants' data, and 
other elements of the financial statements, the plan auditor is ordinarily 
the only auditor in a position to express an opinion on the plan's financial 
statements taken as a whole. The plan auditor may use reports by other 
auditors in the audit of the plan's financial statements, but the other 
auditors are not responsible for examining a portion of the plan's financial 
statements as of any specific date or for any specific period. Thus, there 
cannot be a meaningful indication of a division of responsibility for the 
plan's financial statements. Therefore, the plan auditor should not refer to 
the other auditors in his report. 
MULTICOLUMNAR PRESENTATIONS OF INVESTMENT FUNDS IN SEC FILINGS 
13.25 Article 6A of Regulation S-X addresses financial statements and 
schedules for employee stock purchase, savings, and similar plans that file 
financial statements with the SEC. Those rules require that, if the plan 
provides for separate investment programs with separate funds, the allocation 
of assets, liabilities, income and plan equity to the separate funds 
(referred to below as the detailed allocation information) should be 
presented in columnar form in the financial statements, or by separate 
financial statements for each fund, or in schedules. Those SEC rules are 
similar to the additional financial statement GAAP disclosures discussed in 
chapter 3. The scope of the audit is not affected because the detailed 
allocation information is presented in columnar form on the face of the 
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financial statements rather than in the notes to financial statements. The 
following is an illustration of an auditor's report on the columnar financial 
statements of a savings plan included in the plan's annual report on Form 11-
K to the SEC, which report is also acceptable for reporting on the same 
columnar financial statements included in the Annual Return/Report on Form 
5500 to IRS, DOL, and PBGC.47 
Independent Auditor's Report 
Addressee: 
We have audited the accompanying statements of net assets available for 
benefits, including the schedule of investments, of XYZ Employee Savings Plan 
(comprising, respectively, the Equity, U.S. Government, and XYZ Corporation 
Common Stock Funds) as of December 31, 19X2 and 19X1, and the related 
statements of changes in net assets available for benefits for each of the 
three years in the period ended December 31, 19X2. These financial 
statements are the responsibility of the Plan's management. Our 
responsibility is to express an opinion on these financial statements based 
on our audits. 
We conducted our audit in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audit provides a 
reasonable basis for our opinion. 
In our opinion, the financial statements referred to above present fairly, in 
all material respects, the net assets available for benefits of the Plan as 
of December 31, 19X2 and 19X1, and the changes in net assets available for 
benefits for each of the three years in the period ended December 31, 19X2, 
in conformity with generally accepted accounting principles. 
[Signature of Firm] 
[City and State] 
[Date] 
47
 If the Form 5500 filing includes supplemental schedules relating to ERISA 
and DOL regulations that are required to be covered by the auditor's 
report (see paragraphs 12.6 through 12.9). 
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If the detailed allocation information is presented in separate financial 
statements for each fund, the scope of the audit should be sufficient to 
enable the auditor to report on the individual statements of the various 
investment programs constituting the plan. 
TERMINATING PLANS 
13.26 The accounting and reporting by a defined benefit pension plan for 
which a decision to terminate has been made are described in paragraphs 2.23 
- 2.27. The auditor may express an unqualified opinion on financial 
statements prepared on the liquidation basis of accounting, provided the 
basis has been properly applied and that adequate disclosures are made in the 
financial statements. The auditor's report normally should be modified by 
the addition of an explanatory paragraph that states that the plan is being 
terminated and that the financial statements (including the benefit 
information disclosures presented) have been prepared on a liquidation basis. 
If the financial statements are presented along with financial statements of 
a period prior to adoption of a liquidation basis that were prepared on the 
basis of generally accepted accounting principles for ongoing plans, the 
explanatory paragraph should state that the plan has changed the basis of 
accounting used to determine the amounts at which assets, liabilities, and 
benefit information are presented from the ongoing plan basis to a 
liquidation basis. The following is an illustration of the explanatory 
paragraph when the auditor wishes to emphasize that a defined benefit plan is 
being terminated. 
As further discussed in notes A and B to the financial statements, 
the XYZ Company, the Plan's sponsor, decided in November 19XX to 
terminate the Plan. In accordance with generally accepted 
accounting principles, the Plan has changed its basis of 
accounting used to determine the amounts at which investments in 
insurance contracts and the accumulated benefit information are 
stated, from the ongoing plan basis used in presenting the 19X1 
financial statements to the liquidation basis used in presenting 
the 19X2 financial statements. 
13.27 During the audit of a nonterminated employee benefit plan, the auditor 
may become aware that the plan sponsor may not be able to continue as a going 
concern. Although employee benefit plans are not automatically and 
necessarily affected by the plan sponsor's financial adversities, the auditor 
should address whether those difficulties pose any imminently potential 
impact on the plan entity. The auditor should consider the sponsor's plans 
for dealing with its conditions, and in that regard the auditor should refer 
to SAS No. 59, The Auditor's Consideration of an Entity's Ability to Continue 
as a Going Concern. 
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APPENDIX A 
ERISA AND RELATED REGULATIONS 
INTRODUCTION 
A.l The following description, prepared with the assistance of the Office of 
Chief Accountant, Pension and Welfare Benefits Administration, U.S. 
Department of Labor, is intended to enable the auditor to familiarize herself 
or himself with the important provisions of the Employee Retirement Income 
Security Act of 1974 (ERISA). This is a summary and is not intended to serve 
as a substitute for the entire Act, the related regulations, or for the 
advice of legal counsel. Changes in the statute and related regulations 
subsequent to publication of this guide also should be considered. 
A.2 The primary purpose of ERISA is to protect the interests of workers who 
participate in employee benefit plans and their beneficiaries. ERISA seeks 
to attain that objective by requiring financial reporting to government 
agencies and disclosure to participants and beneficiaries, by establishing 
standards of conduct for plan fiduciaries, and by providing appropriate 
remedies, sanctions, and access to the federal courts. Another objective of 
ERISA is to improve the soundness of employee pension benefit plans48 by 
requiring plans (a) to vest the accrued benefits of employees with 
significant periods of service, (b) to meet minimum standards of funding, and 
(c) with respect to defined benefit pension plans, to subscribe to plan 
termination insurance through the Pension Benefit Guaranty Corporation 
(PBGC). 
A.3 ERISA replaced the Welfare and Pension Plans Disclosure Act of 1958, 
amended certain sections of the Internal Revenue Code (IRC), and generally 
preempted state laws that related to employee benefit plans. 
COVERAGE UNDER TITLE I 
A.4 Title I of ERISA generally applies to employee benefit plans established 
or maintained by employers engaged in interstate commerce or in any industry 
or activity affecting interstate commerce or by employee organizations 
representing employees engaged in such activities, or by both employer and 
employee organizations.49 Most aspects of ERISA do not apply to--
a. Governmental plans, including those of state and local governments. 
48
 Pension plans are broadly defined in ERISA to include all defined benefit 
and defined contribution plans, including profit-sharing, stock bonus, and 
employee stock ownership plans. 
49
 There is no correlation between coverage under Title I of ERISA and 
qualification under the IRC. 
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b. Church plans unless the plan has made a voluntary election under 
IRC section 410(d). 
c. Plans established and maintained solely for the purpose of 
complying with applicable workers' compensation, unemployment 
compensation, or disability insurance laws. 
d. Plans maintained outside the United States primarily for 
nonresident aliens.50 
e. Unfunded excess benefit plans (ERISA section 3(36)).51 
PARTICIPANT STANDARDS FOR PENSION PLANS (ERISA SECTION 202)52 
A.5 ERISA generally provides that a pension plan cannot exclude an employee 
from participation because of age or service if he or she has completed one 
year of service and is at least twenty-one years old. However, a pension 
plan may defer participation until attainment of age twenty-one and two years 
of service, provided that benefits vest 100 percent thereafter. In addition, 
ERISA provides that an individual may not be denied the right to participate 
in a plan on the basis of having attained a specific age. 
VESTING STANDARDS FOR PENSION PLANS (ERISA SECTION 203) 
A.6 Pension plan participants' rights to accrued benefits from their own 
contributions are nonforfeitable. In addition, generally, plans must provide 
the employees' rights to accrued benefits from employer contributions vest in 
a manner that equals or exceeds either of two alternative schedules: 
(a) graded vesting of accrued benefits, with at least 20 percent vesting 
after three years of service, at least 20 percent each year thereafter for 
four years, so that the employee's accrued benefit would be 100 percent 
vested after seven years and (b) 100 percent vesting of accrued benefits 
after five years of service, with no vesting required before the end of the 
five-year period 
A.7 Tax qualified plans require more stringent vesting if there is a 
termination, partial termination, or discontinuance of contribution to the 
plan, or the plan is top-heavy (IRC sections 411(d) and 416). 
50
 The phrase "Plans maintained outside the United States" does not include a 
plan that covers residents of Puerto Rico, the U.S. Virgin Islands, Guam, 
Wake Island, or American Samoa. 
51
 Certain plans excluded from Title I and "fringe benefit plans," as defined 
in A.19, are nonetheless required under the IRC to file annual reports 
with the IRS (see A.16, A.17, and A.19). 
52
 Reorganization Plan No. 4 of 1978 (43 FR 47713, October 17, 1978) 
generally transferred from the Secretary of Labor to the Secretary of the 
Treasury regulatory and interpretative authority for Parts 2 and 3 of 
Title I of ERISA. 
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A.8 For computation of years of service as they relate to an employee's 
vesting rights, a year of service is defined in ERISA as a twelve-month 
period during which the participant has completed at least 1,000 hours of 
service (ERISA section 203(b)(2)). Regulations that refine that definition 
are complex. In addition, special provisions are made for a participant's 
breaks in service. 
A.9 Sufficient records must be maintained to determine an employee's 
benefits. ERISA section 105 generally requires that the plan administrator, 
on request, furnish to participants and beneficiaries under the plan the 
latest information available about their total benefits accrued and the 
nonforfeitable benefits, if any, that have accrued or the earliest date on 
which benefits will become nonforfeitable. ERISA section 209 requires a 
similar statement to be furnished upon request, as well as upon a termina-
tion or break in service. ERISA section 209 also requires the maintenance of 
records relating to individual benefit reporting. ERISA section 107 provides 
general record retention requirements for employee benefit plans (DOL 
currently has under consideration an advisory opinion request regarding 
retention of audit workpapers). 
MINIMUM FUNDING STANDARDS FOR PENSION PLANS (ERISA SECTIONS 301 THROUGH 306) 
A.10 ERISA requires that pension plans subject to the minimum funding 
standards maintain an account called the funding standard account (FSA). 
This account is a memorandum account and it is not included in the plan's 
financial statements. Defined benefit pension plans are required to maintain 
an FSA. Certain defined contribution plans (that is, money-purchase and 
target-benefit plans) must maintain FSAs, but on a more limited basis. The 
FSA is used to determine compliance with minimum funding standards set forth 
in ERISA. 
A.11 For most defined benefit pension plans, the sponsor's annual 
contribution to the plan must be sufficient to cover the normal cost for the 
period, and the amount to amortize initial unfunded past service liability, 
and increases or decreases in unfunded past service liability resulting from 
plan amendments, experience gains or losses, and actuarial gains or losses 
from changes in actuarial assumptions. 
A.12 An accumulated funding deficiency is the excess of total charges 
(required contributions) to the FSA for all plan years (beginning with the 
first plan year when the funding standards are applicable) over total credits 
(actual contributions) to the account for those years. Accumulated funding 
deficiencies, in the absence of a funding waiver issued by the IRS, may 
result in an excise tax payable by the plan sponsor for failure to meet the 
minimum funding standards and in possible action by the IRS to enforce the 
standards. If there is a deficiency in the FSA at the end of the plan year, 
the auditor should consider whether a receivable from the employer company 
should be reflected in the plan's financial statements (see chapter 8 for a 
discussion of contributions receivable). 
A.13 The IRS may waive all or part of the minimum funding requirements for a 
plan year in which the minimum funding standard cannot be met without 
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imposing substantial business hardship on the employer. That waiver is 
issued, however, only if failure to do so would be adverse to the 
participants' interests. The IRS determines whether a substantial hardship 
would occur on the basis of various factors, certain of which are stated in 
ERISA section 303. This does not change the plan's need to record a 
contribution receivable. 
REPORTING AND DISCLOSURE FOR PENSION AND WELFARE PLANS (ERISA SECTIONS 101 
THROUGH 111 AND 1031 THROUGH 1034) 
A.14 ERISA generally requires that the administrator of an employee benefit 
plan prepare and file various documents with the DOL, the IRS, and the PBGC. 
Under Title I of ERISA, the plan administrator is required to file with the 
DOL a copy of the summary plan description, changes to the information 
required to be contained in the summary plan description, and updates to the 
summary plan description (section 104 (a)(1)(B)-(D)) (see paragraph A.16). 
In addition, most plans are required to file an annual report that also 
satisfies the annual reporting requirements of Titles I and IV of ERISA 
(sections 104 (a)(1)(C), 1031 and 4065). Title I of ERISA also requires that 
the plan administrator furnish certain information relative to the employee 
benefit plan to each participant and beneficiary receiving benefits under the 
plan. These disclosures include summary plan descriptions, including 
summaries of changes and updates to the summary plan description (section 
104(b)(1)), summary annual reports (section 104(b)(3)), and, in the case of 
most pension plans, individual benefit reports describing the participant's 
accrued and vested benefits under the plan (sections 105 and 209). 
ANNUAL REPORT 
A.15 The report of most significance to the auditor is the annual report. 
The annual report required to be filed for employee benefit plans generally 
is the Form 5500 Series. The Form 5500 Series is a joint-Agency Form 
developed by the IRS, DOL, and PBGC, which may be used to satisfy the annual 
reporting requirements of the IRC and Titles I and IV of ERISA. For purposes 
of Title I of ERISA only, a plan administrator may, in lieu of filing the 
Form 5500 Series, elect to file the information required by ERISA section 
103. However, almost all plan administrators use the Form 5500 Series. Use 
of the Form 5500 Series is required for filings under the IRC and Title IV of 
ERISA. 
WHO MUST FILE 
A.16 An administrator of an employee benefit plan subject to ERISA, and not 
otherwise exempt, must file an annual report for each such plan every year 
(see ERISA sections 104, 1031, and 4065).53 The IRS, DOL, and PBGC have 
53
 IRC section 6039D also requires certain other entities to file with IRS. 
When these entities are required to file Form 5500 or 5500-C/R, the 
instructions to the forms refer to these entities as "fringe benefit 
plans." 
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consolidated their requirements into the Form 5500 Series to minimize the 
filing burden for plan administrators and employers. In general, 
administrators of plans with 100 or more participants are required to file 
the Annual Return/Report Form 5500, with the required attachments and 
schedules (Form 5500); and administrators of plans with fewer than 100 
participants are required to file the Annual Return/Report Form 5500-C/R with 
the required attachments and schedules (Form 5500-C/R). The Form 5500 Series 
is filed with the IRS in accordance with the instructions to the forms. 
PLANS REQUIRED TO FILE THE ANNUAL REPORT 
Pension Benefit Plans 
A.17 An annual report is generally required to be filed even if (a) the plan 
is not qualified, (b) participants no longer accrue benefits, and (c) 
contributions were not made for the plan year. The following are among the 
pension benefit plans for which a Form 5500 or 5500-C/R must be filed: 
o Annuity arrangements under IRC section 403(b)(1) 
o Custodial account established under IRC section 403(b) (7) for 
regulated investment company stock 
o Individual retirement account established by an employer under IRC 
section 408(c) 
o Pension benefit plan maintained outside the United States primarily 
for nonresident aliens if the employer who maintains the plan is a 
domestic employer, or a foreign employer with income derived from 
sources within the United States (including foreign subsidiaries of 
domestic employers) and deducts contributions to the plan on its 
U.S. income tax return 
o Church plans electing coverage under IRC section 410(d) 
Welfare Benefit Plans 
A.18 These plans are described in section 3(1) of Title I of ERISA. An 
employee welfare benefit plan includes any plan, fund, or program that 
provides, through the purchase of insurance or otherwise, medical, surgical, 
hospital, sickness, accident, disability, severance, vacation, prepaid legal 
services, apprenticeship, and training benefits for employees. 
Fringe Benefit Plans 
A.19 Fringe benefit plans are employer sponsored arrangements required to 
file the information specified by IRC section 6039D in accordance with the 
instructions to the Form 5500 or 5500-C/R (see footnote 6). 
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PLANS EXCLUDED FROM FILING (THIS DOES NOT APPLY TO FRINGE BENEFIT PLANS) 
A.20 Plans maintained only to comply with workers' compensation, 
unemployment compensation, or disability insurance laws are excluded from 
filing. 
A.21 An unfunded excess benefit plan (section 3(36)) is excluded from 
filing. 
A.22 A welfare benefit plan maintained outside the United States primarily 
for persons substantially all of whom are nonresident aliens (see footnote 3) 
is excluded from filing. 
A.23 A pension benefit plan maintained outside the United States is excluded 
from filing if it is a qualified foreign plan within the meaning of IRC 
section 404A(e) that does not qualify for the treatment provided in IRC 
section 402(c) (see paragraph A.4.d). 
A.24 A church plan not electing coverage under IRC section 410(d) or a 
governmental plan is excluded from filing. 
A.25 An annuity arrangement described in 2510.3-2(f) is excluded from 
filing. 
A.26 A welfare benefit plan as described in 2520.104-20 is excluded from 
filing. Such a plan has fewer than 100 participants as of the beginning of 
the plan year and generally is one of the following: 
a. Unfunded. Benefits are paid as needed directly from the general 
assets of the employer or the employee organization that sponsors 
the plan.54 
b. Fully insured. Benefits are provided exclusively through insurance 
contracts or policies, the premiums being paid directly by the 
employer or employee organization from its general assets or partly 
from its general assets and partly from contributions by its 
employees or members. 
c. A combination of unfunded and insured. Benefits are provided 
partially as needed directly from the general assets of the 
employer or the employee organization that sponsors the plan and 
partially through insurance contracts or policies, the premiums 
being paid directly by the employer or employee organization from 
its general assets (see paragraph A.56.d). 
A.27 An apprenticeship or training plan meeting all of the conditions 
specified in 2520.104-22 is excluded from filing (see paragraph A.56.f). 
54
 Directly means that the plan does not use a trust or separately maintained 
fund (including a Code section 501(c) (9) trust) to hold plan assets or to 
act as a conduit for the transfer of plan assets. 
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A.28 An unfunded pension benefit plan or an unfunded or insured welfare 
benefit plan (a) whose benefits go only to a select group of management or 
highly compensated employees and (b) that meets the requirements of 
2520.104-23 (including the requirement that a notification statement be filed 
with DOL) or 2520.104-24, respectively, is excluded from filing (see 
paragraphs A.56.g and A.56.h). 
A.29 Day-care centers as specified in 2520.104-25 are excluded from filing 
(see paragraph A.56.1). 
A.30 Certain dues financed welfare and pension plans that meet the 
requirements of 2520.104-26 and 2520.104-27 are excluded from filing (see 
paragraph A.56.J). 
A.31 A welfare plan that participates in a group insurance arrangement that 
files a Form 5500 on behalf of the welfare plan is excluded from filing (see 
paragraphs 2520.104-43 and A.56.1). 
A.32 A simplified employee pension (SEP) described in IRC section 408(k) 
that conforms to the alternative method of compliance described in 
2520.104-48 or 2520.104-49 is excluded from filing. A SEP Is a pension plan 
that meets certain minimum qualifications regarding eligibility and employer 
contributions (see paragraphs A.56.p and A.56.q). 
KINDS OF FILERS 
A.33 A single employer plan is a plan sponsored by one employer.55 
A.34 A plan for a controlled group of corporations or group of trades or 
businesses under common control is a plan sponsored by a group defined in IRC 
sections 414(b) and (c). To file as such a plan, benefits must be payable to 
participants from the plan's total assets without regard to contributions by 
each participant's employer.56 
A.35 A multiemployer plan is a plan (a) in which more than one employer is 
required to contribute, (b) that is maintained pursuant to one or more 
collective bargaining agreements, and (c) that had not made the election 
under ERISA section 3(37)(E). 
A.36 A multiple-employer-collectively-bargained plan is a plan that involves 
more than one employer, is collectively bargained and collectively funded, 
and, if covered by PBGC termination insurance, had properly elected before 
55
 If several employers participate in a program of benefits wherein the 
funds attributable to each employer are available only to pay benefits to 
that employer's employees, each employer must file as a sponsor of a 
single employer plan. 
56
 An employer who participates in such a pension plan who is not a member of 
the sponsoring group must file a return for IRS by completing only a 
limited number of items on Form 5500-C/R. 
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September 27, 1981 not to be treated as a multiemployer plan under ERISA 
sections 3(37)(E) and 4001(a)(3). 
A.37 A multiple-employer plan (other) is a plan that involves more than one 
employer, is not one of the plans described in paragraphs A.33 through A.36, 
and includes only plans whose contributions from individual employers are 
available to pay benefits to all participants.57 
A.38 A group insurance arrangement is an arrangement that provides welfare 
benefits to the employees of two or more unaffiliated employers (not in 
connection with a multiemployer plan nor a multiple-employer-collectively-
bargained plan), fully insures one or more welfare plans of each 
participating employer, and uses a trust (or other entity such as a trade 
association) as the holder of the insurance contracts and the conduit for 
payment of premiums to the insurance company. If such an arrangement files a 
Form 5500 in accordance with 2520.103-2, the welfare plans participating in 
the arrangement need not file a separate report.58 
WHEN TO FILE 
A.39 The plan administrator must file the annual report seven months after 
the end of a plan year, including a short plan year (any plan year less than 
twelve months). A plan year ends upon the date of the change in accounting 
period or upon the complete distribution of the assets of the plan. 
A.40 A one-time extension of time up to two and one-half months may be 
granted for filing the annual report if Form 5558, Application for Extension 
of Time to File Certain Employee Plan Returns, is filed with the IRS before 
the normal due date of the report. In addition, single-employer plans and 
plans sponsored by a controlled group of corporations that file consolidated 
federal income tax returns are automatically granted an extension of time to 
file Forms 5500 and 5500-C/R to the due date of the federal income tax return 
of the single employer or controlled group of corporations if certain 
conditions described in the instructions to the forms are met. A copy of the 
extension must be filed with the annual report. 
FILING UNDER THE STATUTE VS. THE REGULATIONS 
A.41 As stated in A.15, plan administrators may, for purposes of Title I of 
ERISA, file an annual report containing all of the information required by 
ERISA section 103 (i.e., the statute) or the information required by the 
regulations. As also noted in A.15, however, a filing in accordance with 
ERISA section 103 will not satisfy an administrator's annual reporting 
obligations under the IRC or Title IV of ERISA; the Form 5500 Series must be 
filed to comply with those requirements. 
57
 Each participating employer that provides pension benefits must file a 
return for the IRS by completing only a limited number of items on Form 
5500-C/R. 
58
 Also see 2520.104-21 and 2520.104-43. 
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a. Regulations. Filing the Form 5500 Series is considerably different 
than filing by the statute. The regulations require that the 
accountant's report-
1. Disclose any omitted auditing procedures deemed necessary by 
the accountant and the reasons for their omission. 
2. State clearly the accountant's opinion of the financial 
statements and schedules covered by the report and the 
accounting principles and practices reflected therein. 
3. State clearly the consistency of the application of the 
accounting principles between the current year and the 
preceding year or as to any changes in such principles which 
have a material effect on the financial statements.59 
4. State clearly any matters to which the accountant takes 
exception, the exception, and to the extent practical, the 
effect of such matters on the related financial statements. 
Exceptions are required to be further identified as (a) those 
that are the result of DOL regulations and (b) all others.60 
The regulations also require (1) current value,61 comparing the beginning and 
end of the plan year, (2) a description of accounting principles and 
practices reflected in the financial statements and, if applicable, variances 
from GAAP and an explanation of differences, if any, between the information 
contained in the separate financial statements and the net assets, 
liabilities, income, expense, and changes in net assets as required to be 
reported on the Form 5500. 
b. Statute. In particular, a plan administrator electing to comply 
with the statute must satisfy all the requirements of ERISA section 
103 and may not rely on regulatory exemptions and simplified 
methods of reporting prescribed with respect to the Form 5500 
59
 An accountant's report prepared in accordance with SAS No. 58, which 
prescribes that no reference be made to the consistent application of GAAP 
in those cases where there has been no accounting change, will be viewed 
as consistent with the requirements of ERISA and regulations issued 
thereunder with regard to the required submission of an accountant's 
report. 
60
 Other requirements are that the report be dated, manually signed, and that 
it indicate the city and state where it is issued, and that it identify 
(without necessarily enumerating) the statements and schedules covered. 
61
 Current value, as used in this document, means fair market value where 
available and otherwise the fair value as determined in good faith by a 
trustee or a named fiduciary (as defined in section 402 (a) (2)) pursuant 
to the terms of the plan and in accordance with regulations of the 
Secretary, assuming an orderly liquidation at the time of such 
determination (section 3(26) of ERISA). 
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Series. In addition, the statute requires (1) the accountant to 
express an opinion on whether the financial statements and ERISA 
section 103(b) schedules conform with generally accepted accounting 
principles on a basis consistent with that of the preceding year 
and (2) current value, comparing the end of the previous plan year 
and the end of the plan year being reported. 
A.42 The statute and the regulations require that the examination be 
conducted in accordance with generally accepted auditing standards. 
a. Financial information required under both methods includes plan 
assets and liabilities (aggregated by categories and valued at 
their current value with the same data displayed in comparative 
form using the beginning of the plan year and either (1) the end of 
the previous plan year [statute] or (2) beginning of the plan year 
[regulations], and information concerning plan income, expenses, 
and changes in net assets during the plan year). 
b. Required schedules include--
1. Assets held for investment purposes. 
2. Transactions with parties in interest. 
3. Loans or fixed income obligations due in default or 
uncollectible. 
4. Leases in default or uncollectible. 
5. Reportable transactions (that is, transactions that exceed 3 
percent (statute) or 5 percent (regulations) of the fair value 
of plan assets at the beginning of the year).62 In addition, 
the annual report must include the statements of assets and 
liabilities for any bank common/collective trusts and/or 
insurance carrier separate accounts that held plan assets. 
c. Notes to the financial statements, when applicable, shall be 
provided concerning--
1. A description of the plan, including significant changes in the 
plan and effect of the changes on benefits. 
2. The funding policy and changes in funding policy (including 
policy with respect to prior service cost), and any changes in 
such policies during the year (only applicable under the 
statutory method for pension plans). 
62 Plans filing their annual reports under the statutory method are required 
to report transactions that exceed 3 percent of the fair value of plan 
assets at the beginning of the year while plans that file pursuant to the 
alternative method of compliance prescribed in DOL regulations are 
required to report transactions that exceed 5 percent of the fair value of 
plan assets at the beginning of the year. 
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3. A description of material lease commitments and other 
commitments and contingent liabilities. 
4. A description of any agreements and transactions with persons 
known to be parties in interest. 
5. A general description of priorities in the event of plan 
termination. 
6. Whether or not a tax ruling or determination letter has been 
obtained. 
7. Any other information required for a fair presentation. 
INVESTMENT ARRANGEMENTS FILING DIRECTLY WITH DOL 
A.43 Generally, when the assets of two or more plans are maintained in one 
trust or account or separately maintained fund, all annual report entries, 
including any attached schedules, shall be completed by including the plan's 
allocable portion of the trust, account, or fund. Certain exceptions have 
been made, however, for plans that invest in certain investment arrangements 
that are either required to, or may elect to, file information concerning 
themselves and their relationship with employee benefit plans directly with 
DOL as discussed below. Plans participating in these investment arrangements 
are required to attach certain additional information to the Form 5500 or 
5500-C/R filed with IRS as specified below. For a definition of plan assets 
and the look-through provisions see 29 CFR 2510.3-101. 
Common/Collective Trusts and Pooled Separate Accounts 
A.44 For reporting purposes, a common/collective trust is a trust maintained 
by a bank, trust company, or similar institution that is regulated, 
supervised, and subject to periodic examination by a state or federal agency 
for the collective investment and reinvestment of assets contributed thereto 
from employee benefit plans maintained by more than one employer or a 
controlled group of corporations, as the term is used in IRC section 1563. 
For reporting purposes, a pooled separate account is an account maintained by 
an insurance carrier that is regulated, supervised, and subject to periodic 
examination by a state agency for the collective investment and reinvestment 
of assets contributed thereto from employee benefit plans maintained by more 
than one employer or controlled group of corporations, as that term is used 
in IRC section 1563. 
A plan investing in one or more of these trusts and/or accounts is required 
to attach the additional information specified in either (a) or (b) below for 
each trust and account for which the plan held units of participation during 
the plan year to the Form 5500 or 5500-C/R. 
a. The most recent statement of the assets and liabilities of any 
common/collective trust or pooled separate account 
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b. A certification that (1) the statement of the assets and 
liabilities of the common/collective trust or pooled separate 
account has been submitted directly to DOL by the financial 
institution or insurance carrier, (2) the plan has received a copy 
of the statement, and (3) includes the EIN and other numbers used 
by the financial institution or insurance carrier to identify the 
trusts or accounts in the direct filing made with DOL. 
The following information is required to be filed directly with DOL by the 
financial institution or insurance carrier for plans that attach the 
certification discussed in (b) above: 
a. The annual statement of the assets and liabilities of the 
common/collective trust or pooled separate account for the fiscal 
year of the trust or account ending within the plan year for which 
the annual report is made 
b. The EIN of the trust or account to identify the annual statement 
being submitted, or, if more than one trust or account is covered 
by the same EIN, both the EIN and any additional number assigned by 
the financial institution or insurance carrier (such as 99-1234567, 
Trust No. 1) 
c. A list of all plans participating in the trust or account, 
identified by the plan number, EIN, and name of the plan sponsor. 
See paragraphs A.56(b) and A.56(c) and 2520.103-3, 2520.103-4, 2520.103-5, 
and 2520.103-9.63 
Master Trust 
A.45 For reporting purposes, a master trust is a trust for which a regulated 
financial institution serves as trustee or custodian (regardless of whether 
such institution exercises discretionary authority or control with respect to 
the management of assets held in the trust), and in which assets of more than 
one plan sponsored by a single employer or by a group of employers under 
common control are held.64 The following additional information for the 
master trust fiscal year ending with or within the plan year is required to 
be attached to the Form 5500 or 5500-C/R: a list of each master trust 
investment account in which the plan has an interest indicating the plan's 
name, EIN, and plan number (PN) and the name of the master trust used in the 
master trust information filed with DOL. In tabular format, show the net 
value of the plan's interest in each investment account at the beginning and 
63
 For reporting purposes, a separate account that is not considered to be 
holding plan assets pursuant to 2510.3-101(h)(1)(iii) shall not constitute 
a pooled separate account. 
64
 A regulated financial institution means a bank, a trust company, or a 
similar institution that is regulated, supervised, and subject to periodic 
examination by a state or federal agency. Common control is determined on 
the basis of all relevant facts and circumstances. 
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end of the plan year and the net investment gain (or loss) allocated to the 
plan for the plan year from the investment account.65 
The following information is required to be filed by the plan administrator 
or by a designee directly with DOL no later than the date on which the plan's 
report is due. The plan's report will not be deemed complete unless all the 
information is filed within the prescribed time. The statements and 
schedules must indicate the name of the master trust and the name of the 
master trust investment account. 
a. The name and fiscal year of the master trust and the name and 
address of the master trustee 
b. A list of all plans participating in the master trust, showing each 
plan's name, EIN, PN, and its percentage interest in each master 
trust investment account 
c. A Schedule A (Form 5500) for each insurance or annuity contract 
held in the master trust (see paragraph A.57) 
d. A statement, in the same format as Part I of Schedule C (Form 
5500), for each master trust investment account (see paragraph 
A.59) 
e. A statement for each master trust investment account showing the 
assets and liabilities of the investment account grouped in the 
same categories as those specified in item 34 of Form 5500 
f. A statement for each master trust investment account showing the 
income and expenses, changes in net assets, and net increase 
(decrease) in net assets of each investment account 
g. Schedules, in the format set forth in the instructions to item 30 
of Form 5500, with respect to each master trust investment account66 
See paragraph A.56.a and 2520.103-l(e). 
65 
66 
If a master trust investment account consists solely of one plan's 
asset(s) during the reporting period, the plan may report the(se) asset(s) 
either as an investment account to be reported as part of the master trust 
report filed directly with DOL or as a plan asset(s) that is not part of 
the master trust (and therefore subject to all instructions pertaining to 
assets not held in a master trust). 
All statements and schedules will be completed in accordance with the 
instructions to the Form 5500 except that the words "investment account" 
shall replace the word "plan" when appropriate. 
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103-12 Investment Entities 
A.46 For purposes of the annual report, entities described in the next 
paragraph which file the information directly with DOL as specified below 
constitute "103-12 Investment Entities" (103-12 IEs).67 Plans may invest in 
an entity, the underlying assets of which include "plan assets" (within the 
meaning of 2510.3-101) of two or more plans that are not members of a related 
group of employee benefit plans. For reporting purposes, a "related group" 
consists of each group of two or more employee benefit plans (a) each of 
which receives 10 percent or more of its aggregate contributions from the 
same employer or from a member of the same controlled group of corporations 
(as determined under IRC section 1563(a), without regard to IRC section 
1563(a) (4) thereof); or (b) each of which is either maintained by, or 
maintained pursuant to, a collective bargaining agreement negotiated by the 
same employee organization or affiliated employee organizations. For 
purposes of this paragraph, an "affiliate" of an employee organization means 
any person controlling, controlled by, or under common control with such 
organization. 
The following information for the fiscal year of the 103-12 IE ending with or 
within the plan year must be filed directly with DOL by the sponsor of the 
103-12 IE no later than the date on which the plan's annual report is due 
before the plan administrator can elect the alternative method of reporting: 
a. The name, fiscal year, and EIN of the 103-12 IE and the name and 
address of the sponsor of the 103-12 IE. If more than one 103-12 
IE is covered by the same EIN, they shall be sequentially numbered 
as follows: 99-1234567, Entity No. 1. 
b. A list of all plans participating in the 103-12 IE, showing each 
plan's name, EIN, PN, and its percentage interest in the 103-12. 
c. A Schedule A (Form 5500) for each insurance or annuity contract 
held in the 103-12 IE (see paragraph A.57). 
d. A statement, in the same format as Part 1 of Schedule C (Form 
5500), for the 103-12 IE (see paragraph A.59). 
e. A statement showing the assets and liabilities. 
f. A statement showing the income and expenses, changes in net assets, 
and net increase (decrease) in net assets grouped in the same 
categories as those specified in item 35 of Form 5500. 
g. Schedules, in the format set forth in the instructions for item 30 
of Form 5500 (except item 30c) with respect to the 103-12 IE. 
67
 The plan administrator cannot use this alternative method of reporting 
unless the report of the investment entity has been submitted to DOL in 
accordance with the requirements specified in the Form 5500 and 5500-C/R 
instructions. 
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h. A report of an independent qualified public accountant (IQPA) 
regarding the above items and other books and records of the 103-12 
IE that meets the requirements of 2520.103-l(b) (5) .68 
See 2520.103-12 and A.65. 
INFORMATION CERTIFIED BY A BANK OR AN INSURANCE COMPANY 
A.47 2520.103-8 allows the plan administrator to determine whether the 
examination and report of an IQPA may be limited in that it need not extend 
to any financial information prepared and certified, in accordance with 
2520.103-5, by a bank, a similar institution (for example, a regulated 
savings and loan association or credit union), or an insurance carrier.69 
See paragraphs 1.14 and 13.14 through 13.16 for a discussion of the auditor's 
responsibilities when the scope of the examination is so restricted. (DOL 
currently has under consideration an advisory opinion request regarding 
information banks and insurance carriers can certify; see paragraph 9.4.) 
WHAT TO FILE (SEE EXHIBIT 3) 
A.48 File Form 5500 annually for each plan required to file with 100 or more 
participants at the beginning of the plan year (see 2520.104a-5, 2520.104a-6 
and paragraphs A.20 through A.32 and A.50 through A.65).70 
A.49 File Form 5500-C/R annually for each plan required to file with fewer 
than 100 participants at the beginning of the plan year (see 2520.104a-5, 
2520.104a-6, and paragraphs A.20 through A.32 and A.50 through A.65). 
A.50 Exception to A.48 and A.49: If a plan has between 80 and 120 
participants (inclusive) as of the beginning of the plan year, the plan may 
elect, instead of following paragraphs A.48 and A.49, to file the same Form 
(that is, either Form 5500 or 5500-C/R) that it filed the previous year (see 
2520.104a-5 and paragraph A.54). 
A.51 File Form 5500EZ, Annual Return of One-Participant Pension Benefit 
Plan, annually for certain one-participant plans. For Form 5500EZ purposes, a 
one-participant plan is a pension benefit plan that covers only (a) an 
individual, or an individual and his or her spouse, who wholly owns a trade 
or business, whether incorporated or unincorporated; or (b) partners and/or 
68
 All statements and schedules will be completed in accordance with the 
instructions to the Form 5500 except that the words "103-12 IE" shall 
replace the word "plan" when appropriate. 
69
 This limitation on the scope of an auditor's examination applies to plans 
sponsored by a "regulated" bank or insurance carrier for its own 
employees, as well as to other plans. 
70
 For reporting purposes, see definition of "participant" in the 
instructions to the Form 5500 Series, 
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the spouses of partners in a partnership. See the instructions to the Form 
5500EZ to determine which one-participant plans must file. 
A.52 Amended reports should be filed as appropriate; however, they must 
include an original signature of the plan administrator. 
A.53 A final report is required when all assets under a pension plan 
(including insurance/annuity contracts) have been distributed to the 
participants and beneficiaries or distributed to another plan or when all 
liabilities for which benefits may be paid under a welfare benefit plan have 
been satisfied and all assets, if the plan is not unfunded, have been 
distributed. A final report is filed on the Form 5500 Series. 
EXEMPTIONS 
A.54 Plans that file the Form 5500-C/R need not engage an auditor for 
purposes of the annual report. Plans filing the Form 5500 generally must 
engage an auditor (see paragraphs A.48, A.49, A.50, A.64, A.65, and 
2520.104-41 and 2520.104-46). 
A.55 Plans that are filing in a short plan year may defer the auditor's 
report (see 2520.104-50). 
A.56 The following is a list of variances, which modify the general annual 
reporting requirements: 
a. 2520.103-1(e) provides the regulatory authority for the reporting 
of financial information by plans participating in a master trust 
(see paragraph A.45). 
b. 2520.103-3 and 2520.103-4 provide exemptions for plans some or all 
the assets of which are held in a common/collective trust of a bank 
or similar institution or a pooled separate account of an insurance 
carrier from reporting information concerning the individual trans-
actions of the common/collective trusts and pooled separate 
accounts provided the conditions of the regulation are satisfied 
(see paragraph A.44). 
c. 2520.103-9 permits the direct filing of financial information to 
the DOL by banks and insurance companies of information otherwise 
required to be submitted to IRS with the Form 5500 or 5500-C/R when 
plans hold units of participation in common/collective trusts or 
pooled separate accounts (see paragraph A.44). 
d. 2520.104-20 provides a limited exemption for certain small welfare 
plans (see paragraphs A.26 and A.49). 
e. 2520.104-21 provides a limited exemption for certain group 
insurance arrangements. 
f. 2520.104-22 provides an exemption for apprenticeship and training 
plans (see paragraph A.27). 
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g. 2520.104-23 provides an alternative method of compliance for 
pension plans for certain selected employees (see paragraph A.28). 
h. 2520.104-24 provides an exemption for welfare plans for certain 
selected employees (see paragraph A.28). 
i. 2520.104-25 provides an exemption for day-care centers (see 
paragraph A.29). 
j. 2520.104-26 provides a limited exemption for certain dues financed 
welfare plans maintained by employee organizations (see paragraph 
A.30). 
k. 2520.104-41 prescribes simplified annual reporting requirements for 
plans with fewer than 100 participants (see paragraph A.49). 
1. 2520.104-43 provides an exemption from annual reporting 
requirements for certain group insurance arrangements (see 
paragraph A.31). 
m. 2520.104-44 provides a limited exemption and alternative method of 
compliance for the annual report of certain unfunded and insured 
plans (see paragraphs A.47 and A.48).71 
n. 2520.104-46 provides a waiver of examination and report of an 
auditor for plans with fewer than 100 participants (see paragraph 
A.49). 
o. 2520.104-47 provides a limited exemption and alternative method of 
compliance for filing of insurance company financial reports (see 
section 103(e)). 
p. 2520.104-48 provides an alternative method of compliance for Model 
Simplified Employee Pensions (see paragraph A.32). 
q. 2520.104-49 provides an alternative method of compliance for 
certain simplified employee pensions (see paragraph A.32). 
SCHEDULES 
A.57 Schedule A (Form 5500), Insurance Information, must be attached to 
Forms 5500 and 5500-C/R if any benefits under the plan are provided by an 
insurance company, insurance service, or other similar organization (such as 
71
 For purposes of 2520.104-44, a contract is considered to be "allocated" 
only if the insurance company or organization that issued the contract 
unconditionally guarantees, upon receipt of the required premium or 
consideration, to provide a retirement benefit of a specified amount, 
without adjustment for fluctuations in the market value of the underlying 
assets of the company or organization, to each participant, and each 
participant has a legal right to such benefits that is legally enforceable 
directly against the insurance company or organization. 
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Blue Cross, Blue Shield, or a health maintenance organization) (see 
paragraphs A.45, A.46, A.48, and A.49). 
A.58 Schedule B (Form 5500), Actuarial Information, must be attached to 
Forms 5500, 5500-C/R or 5500EZ for most defined benefit pension plans (see 
paragraphs A.48 and A.49). 
A.59 Schedule C (Form 5500), Service Provider and Trustee Information, must 
be attached to Form 5500 and, when applicable, to master trust and 103-12 IE 
reports (see paragraphs A.45, A. 46, A.48, and A.63). 
A.60 Schedule 55A (Form 5500), Annual Registration Statement Identifying 
Separated Participants With Deferred Vested Benefits, must be attached to 
Form 5500 and 5500C/R if the plan had any separated participants that must be 
reported in accordance with the schedule 55A instructions (see paragraphs 
A.45, A.46, and A.48). 
A.61 Schedule P (Form 5500), Annual Return of Fiduciary of Employee Benefit 
Trust, must be attached to Forms 5500, 5500-C/R, and 5500EZ for the plan year 
in which the trust year ends for any fiduciary (trustee or custodian) of an 
organization that is qualified under IRC section 401(a) and exempt from tax 
under IRC section 401(a) who wants to protect the organization under the 
statute of limitations provided in IRC section 6501(a) (see paragraphs A.48 
through A.51). 
A.62 Additional separate schedules must be attached to Form 5500 or Form 
5500-C/R only in accordance with the instructions to the form and must always 
clearly reference the item number that requires this information. 
TERMINATION OF ACCOUNTANT OR ACTUARY 
A.63 Terminations of certain service providers must be reported in Part III 
of Schedule C which is attached only to the Form 5500, and when applicable, 
to master trust and 103-12 IE reports. In addition, the plan administrator 
is required to provide terminated accountants and actuaries with a copy of 
the explanation for the termination as reported on Schedule C and a notice 
stating that the terminated party has the opportunity to comment directly to 
the DOL concerning the explanation (see paragraphs A.48 and A.59). 
WHO MUST ENGAGE AN INDEPENDENT QUALIFIED PUBLIC ACCOUNTANT 
A.64 Employee benefit plans filing Form 5500 (usually plans with 100 or more 
participants) are generally required to engage an auditor pursuant to ERISA 
section 103(a)(3)(A). In counting participants for these purposes, an 
individual usually becomes a participant under a welfare plan when he or she 
becomes eligible for a benefit; and under a pension plan when he or she has 
satisfied the plan's age and service requirements for participation (see 
paragraph 5.5 and instructions to the Form 5500 series). An auditor's 
opinion must also be attached to Form 5500 unless (a) the plan is an employee 
welfare benefit plan that is unfunded, fully insured, or a combination of 
-135-
unfunded and insured as described in 2520.104-44(b)(1);72 (b) the plan is an 
employee pension benefit plan whose sole asset(s) consist of insurance 
contracts that provide that, upon receipt of the premium payment, the 
insurance carrier fully guarantees the amount of benefit payments attribut-
able to plan participants for that plan year as specified in 
2520.104-44(b)(2);73 or (c) the plan has elected to defer attaching the 
accountant's opinion for the first of two plan years, one of which is a short 
plan year of 7 months or less as allowed by 2520.104-5074 (see paragraphs 
A.48 and A.54, and 2520.104-44, 2520.104-50, and the instructions to the Form 
5500). 
103-12 IEs 
A.65 Plans that qualify as 103-12 IEs must also engage an auditor (see 
paragraph A.48, and 2520.103-12 and the instructions to the Form 5500 and 
5500-C/R). 
INDEPENDENCE OF INDEPENDENT QUALIFIED PUBLIC ACCOUNTANTS 
A.66 ERISA section 103(a)(3)(A) requires that the accountant retained by an 
employee benefit plan be "independent" for purposes of examining plan 
financial information and rendering an opinion on the financial statements 
and schedules required to be contained in the annual report. Under this 
authority DOL will not recognize any person as an auditor who is in fact not 
independent with respect to the employee benefit plan upon which that 
accountant renders an opinion in the annual report. 
DOL has issued guidelines (29 CFR section 2509.75-9) for determining when an 
auditor is independent for purposes of auditing and rendering an opinion on 
the annual report. For example, an accountant will not be considered 
independent with respect to a plan if--
a. During the period of professional engagement to examine the 
financial statements being reported, at the date of the opinion, or 
during the period covered by the financial statements the 
accountant or his or her firm or a member thereof--
72
 Single employer welfare plans using an IRC section 501(c) (9) trust are 
generally not exempt from the requirement of engaging an independent 
qualified public accountant. See paragraph A.26 for an explanation of the 
welfare plans considered to be unfunded, fully insured, or a combination 
of unfunded and insured. 
73
 See paragraph A.56m. 
74
 2520.104-50 permits plans incurring a short plan year of seven months or 
less to defer engaging an independent qualified public accountant until 
the end of a twelve-month plan year following a short plan year or until 
the end of a short plan year when the short plan year is preceded by a 
twelve-month plan year. 
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1. Had, or was committed to acquire, any direct financial interest 
or any material indirect financial interest in the plan or plan 
sponsor; 
2. Was connected as a promoter, underwriter, investment advisor, 
voting trustee, director, officer, or employee of the plan or 
plan sponsor except that a firm will not be deemed not 
independent if a former officer or employee of the plan or plan 
sponsor is employed by the firm and such individual has 
completely disassociated himself or herself from the plan or 
plan sponsor and does not participate in auditing financial 
statements of the plan covering any period of his or her 
employment by the plan or plan sponsor. 
b. An accountant or a member of an accounting firm maintains financial 
records for the employee benefit plan. 
However, an auditor may permissibly engage in or have members of his or her 
firm engage in certain activities that will not have the effect of removing 
recognition of independence. For example, an accountant will not fail to be 
recognized as independent if--
a. At or during the period of his or her professional engagement the 
accountant or his or her firm is retained or engaged on a 
professional basis by the plan sponsor. However, the accountant 
must not violate the prohibitions in (a) and (b) above. 
b. The rendering of services by an actuary associated with the 
accountant or his or her firm shall not impair the accountant's or 
the firm's independence. It should be noted that the rendering of 
services by an actuary and accountant employed by the same firm may 
constitute a prohibited transaction under ERISA section 
406(a)(1)(C). 
PENALTIES 
A.67 ERISA and the IRC provide for the assessment or imposition of penalties 
for failures to comply with the reporting and disclosure requirements. 
Annual Reporting Penalties 
A.68 One or more of the following penalties may be imposed or assessed in 
the event of a failure or refusal to file reports in accordance with the 
statutory and regulatory requirements: 
a. Up to $1,000 a day for each day a plan administrator fails or 
refuses to file a complete annual report (see ERISA section 502 (c) 
(2) and 29 CFR 2560.502c-2). 
b. $25 a day (up to $15,000) for not filing returns for certain plans 
of deferred compensation, certain trusts and annuities, and bond 
purchase plans by the due dates(s) (see IRC section 6652(e)). This 
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penalty also applies to returns required to be filed under IRC 
section 6039D. 
c. $1 a day (up to $5,000) for each participant for whom a 
registration statement (Schedule 55A (Form 5500)) is required but 
not filed (see IRC section 6652 (d) (1)). 
d. $1 a day (up to $1,000) for not filing a notification of change of 
status of a plan (see IRC section 6652(d) (2)). 
e. $1,000 for not filing an actuarial statement (see IRC section 
6692). 
These penalties may be waived or reduced if it is determined that there was 
reasonable cause for the failure to comply. 
A.69 The following are other penalties: 
a. Any individual who willfully violates any provision of Part 1 of 
Title I of ERISA shall be fined not more than $5,000 or imprisoned 
not more than 1 year or both (see ERISA section 501). 
b. A penalty up to $10,000, five years imprisonment, or both, for 
making any false statement or representation of fact, knowing it to 
be false, or for knowingly concealing or not disclosing any fact 
required by ERISA (see section 1027, Title 18, U.S.C., as amended 
by ERISA section 111). 
c. Any employer maintaining a plan who fails to meet the notice 
requirement of section 101(d) with respect to any participant or 
beneficiary may in the court's discretion be liable to such 
participant or beneficiary in the amount of up to $100 a day from 
the date of such failure, and the court may in its discretion order 
such other relief as it deems proper (see ERISA section 502(c)(3)). 
d. Civil penalties may be assessed against parties in interest or 
disqualified persons who engage in prohibited transactions (see 
ERISA section 502(i) and IRC section 4975). 
e. ERISA section 502(1) requires a civil penalty to be assessed by the 
Secretary of Labor against a fiduciary who breaches his or her 
fiduciary duty or commits a violation of Part 4 of Title I or any 
other person who knowingly participates in such breach or 
violation. The civil penalty is 20 percent of the amount recovered 
pursuant to a settlement agreement with the Secretary or ordered to 
be paid by a court.75 
75 An accountant who knows about a fiduciary breach or violation but chooses 
not to disclose it may knowingly participate in a breach or violation for 
purposes of section 502(1). 
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FIDUCIARY RESPONSIBILITIES (ERISA SECTIONS 401 THROUGH 414) 
A.70 ERISA establishes standards for plan investments and transactions and 
imposes restrictions and responsibilities on plan fiduciaries. 
A.71 A fiduciary's responsibilities include managing plan assets solely in 
the interest of participants and beneficiaries (with the care a prudent 
person would exercise) and diversifying investments to minimize the risk of 
large losses unless it is clearly not prudent to do so (see ERISA section 
404). Plans are prohibited from acquiring or holding employer securities 
that are not qualifying employer securities (QES) or employer real property 
that is not qualifying employer real property (QERP). Furthermore, plans 
(other than certain individual account plans) may not acquire any QES or QERP 
if immediately after such acquisition the aggregate fair market value of QES 
and QERP held by the plan exceeds 10 percent of the assets of the plan (see 
ERISA section 407). 
A.72 A plan fiduciary is prohibited from causing the plan to engage in 
certain transactions with a party in interest (see ERISA section 406).76 The 
following transactions between a plan and a party in interest are generally 
prohibited (see ERISA section 406): 
a. A sale, exchange, or lease of property, except to the extent 
allowed 
b. A loan or other extension of credit 
c. The furnishing of goods, services, or facilities, except as allowed 
under ERISA 
d. A transfer of plan assets to a party in interest for the use or 
benefit of a party in interest 
e. An acquisition of employer securities or real property, except to 
the extent allowed (see ERISA section 408(e)). 
However, conditional exemptions from the application of these provisions are 
provided by ERISA. 
A.73 A fiduciary is also generally prohibited from using the plan assets for 
his or her own interest or account, acting in any plan transactions on behalf 
of a party whose interests are adverse to those of the plan or its 
participants, and receiving consideration for his or her own account from a 
party dealing with the plan in connection with a transaction involving the 
plan assets (see ERISA section 406(b)). 
76
 ERISA defines a party in interest generally as any fiduciary or employee 
of the plan, any person who provides services to the plan, an employer 
whose employees are covered by the plan, an employee association whose 
members are covered by the plan, a person who owns 50 percent or more of 
such an employer or employee association, or a relative of a person 
described above (see ERISA section 3(14)). 
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A.74 ERISA section 408 provides for exceptions to the rules on prohibited 
transactions. Section 408(a) gives authority to the Secretary of Labor to 
grant administrative exemptions from the prohibited transaction restrictions 
of ERISA sections 406 and 407. Sections 408(b), (c), and (e) provide 
statutory exemptions from the prohibited transaction rules for various 
transactions, provided the conditions specified in the statutory exemptions 
are satisfied. For example, reasonable arrangements can be made with a party 
in interest to provide services, if the one who selects and negotiates with 
the service provider on behalf of the plan is independent of the service 
provider. Advice of legal counsel should be obtained when investigating a 
possible prohibited transaction or a possible breach of fiduciary duty. 
A.75 A fiduciary must make good any losses to the plan resulting from a 
breach of fiduciary duty and must return to the plan any profits he or she 
made through the use of plan assets (see ERISA section 409). 
PLAN TERMINATION INSURANCE 
A.76 The insurance provisions under Title IV of ERISA, as amended, apply to 
qualified, defined benefit pension plans, with certain statutory exceptions, 
and do not apply to defined contribution plans (see ERISA section 4021). 
A.77 The PBGC's termination insurance program is funded in part through 
premiums paid to the PBGC. The designated payor must make annual premium 
payments to the PBGC (see ERISA section 4007). For this purpose, the 
designated payor for a single employer plan is the contributing sponsor or 
the plan administrator. The designated payor for a multiemployer plan is the 
plan administrator. For single employer plans, premiums are based on the 
number of participants in a plan and the amount by which the plan's benefits 
are underfunded (see ERISA section 4006). Premiums for multiemployer plans 
are based solely on the number of participants in the plan. In general, 
premiums may be paid by the contributing sponsor or by plan funds, whichever 
is permitted under the terms of the plan; however, premiums for a plan that 
is undergoing a distress termination or an involuntary termination must be 
paid by the contributing sponsor (see 29 C.F.R. 2610.26). Each member of the 
contributing sponsor's controlled group, if any, is jointly and severally 
liable for the required premiums (see ERISA section 4007). 
A.78 A plan administrator or contributing sponsor must notify the PBGC when 
a "reportable event" such as bankruptcy of the contributing sponsor or 
inability of the plan to pay benefits occurs (see ERISA sections 4041(c) and 
4043; 29 CFR Part 2615). Each person who is a contributing sponsor of a 
single employer pension plan is responsible for quarterly contributions 
required to meet the minimum funding standards (see ERISA section 302(e)). If 
the contributing sponsor is a member of a controlled group, each person who 
is also a member of the controlled group is jointly and severally liable for 
the contributions (see ERISA section 302 (c) (11)). Failure to make the 
required contributions may result in a lien upon all property and property 
rights belonging to such persons, which lien may be enforced by the PBGC. 
ERISA provides for two types of single employer plan terminations: a 
standard termination and a distress termination (ERISA section 4041). A plan 
may be terminated voluntarily in a standard termination only if it can pay 
all benefit liabilities under the plan. A plan may be terminated in a 
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distress termination only if the contributing sponsor and each member of the 
contributing sponsor's controlled group meet the necessary distress criteria 
(for example, undergoing liquidation). In either type of termination, an 
enrolled actuary's certification of the value of the plan's assets and 
benefits must be filed with the PBGC. When an underfunded single employer 
plan terminates in a distress termination, the contributing sponsor and each 
member of the contributing sponsor's controlled group are liable to the PBGC 
for the total amount of unfunded benefit liabilities and the total amount of 
unpaid minimum funding contributions and applicable interest (see ERISA 
section 4062). If an employer that contributes to a multiemployer plan 
withdraws from the plan in a complete or partial withdrawal, the employer is 
generally liable to the plan for an allocable share of the unfunded vested 
benefits of the plan (see ERISA section 4201). 
ADMINISTRATION AND ENFORCEMENT (ERISA SECTIONS 501 THROUGH 514) 
A.79 Responsibility for administration of ERISA and enforcement of its 
provisions rests primarily with the IRS and the DOL. The agencies are 
empowered to bring suit in federal court in civil actions, criminal actions, 
or both. 
A.80 Failure to meet ERISA's requirements can result in the imposition of 
substantial fines, excise taxes, and other penalties, including possible loss 
of tax-exempt status. Although ERISA states that the plan is subject to 
certain of the penalties, the penalties are likely to fall not on the plan 
but on the sponsoring employer because Congress, in formulating ERISA, sought 
to protect plan assets for participants and their beneficiaries, not to 
protect employers from liability (see paragraphs A.68 and A.69). 
A.81 ERISA was intended to generally supersede state laws relating to 
employee benefit plans. Thus, plans subject to Title I of ERISA or Title IV 
of ERISA are generally not subject to state regulation. Preemption of state 
laws does not extend, however, to generally applicable criminal statutes or 
laws regulating insurance, banking or securities. 
A.82 Plans that are multiple employer welfare arrangements (MEWAs) may also 
be subject to state or local regulation even if the MEWA is also an employee 
benefit plan covered under Title I of ERISA. A MEWA is any employee welfare 
benefit plan or other arrangement that provides benefits to the employees of 
two or more employers; but does not include arrangements maintained under or 
pursuant to one or more collective bargaining agreements, by a rural electric 
cooperative, or by two or more trades or businesses within the same control 
group (see ERISA section 3(40)). If the MEWA is a fully insured plan covered 
by Title I of ERISA, the state government may only provide standards 
requiring specified levels of reserves and specified levels of contributions 
adequate to be able to pay benefits in full when due. If the MEWA is a plan 
covered by Title I that is not fully insured, any law of a state regulating 
insurance may apply to the extent it is not inconsistent with the provisions 
of Title I of ERISA. 
-141-
APPENDIX B 
EXAMPLES OF INTERNAL CONTROL STRUCTURE POLICIES AND PROCEDURES 
B.l This appendix provides examples of selected internal control structure 
policies and procedures for employee benefit plans. The policies and 
procedures included are related to specific control objectives that may be 
relevant to an audit of a plan's financial statements, and, accordingly, 
control procedures concerning the effectiveness, economy, and efficiency of 
certain management decision-making processes are not included. The examples 
are not intended to be all-inclusive or to suggest the specific objectives, 
policies, and procedures that should necessarily be adopted by employee 
benefit plans. Some of the illustrated control objectives may not be 
relevant to particular plans because of the type of plan or the absence of 
certain types of transactions. 
B.2 The examples relate to two control objectives: reliability of financial 
records and safeguarding of assets. Some of the examples may serve to 
achieve more than one objective, but each example is listed in only one 
place. 
B.3 The examples presume the existence of certain important characteristics 
of internal control (for example, segregation of duties, documentation, 
training, supervision and review, and timeliness of procedures). 
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Se
le
ct
ed
 
Co
nt
ro
l 
Po
li
ci
es
 
a
n
d 
Pr
oc
ed
ur
es
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it
te
n-
of
f 
in
ve
st
me
nt
s
 
a
r
e
 
r
e
v
ie
we
d 
fo
r
 
po
ss
ib
le
 
a
pp
re
-
c
ia
ti
on
.
 
Do
cu
me
nt
s
 
a
r
e
 
c
o
n
tr
ol
le
d 
in
 
a
 
li
mi
te
d-
ac
ce
ss
,
 
fi
re
pr
oo
f 
a
r
e
a
.
 
Se
cu
ri
ti
es
 
he
ld
 
by
 
in
de
pe
nd
en
t
 
c
u
s
to
di
an
s
 
a
r
e
 
c
o
n
fi
rm
ed
.
 
Fi
na
nc
ia
l 
s
ta
te
me
nt
s
 
o
f 
in
su
ra
nc
e
 
c
o
m
pa
ni
es
 
a
r
e
 
r
e
v
ie
we
d.
 
Ra
ti
ng
 
bu
re
au
 
r
e
po
rt
s
 
a
r
e
 
r
e
v
ie
we
d.
 
Te
rm
s
 
a
r
e
 
s
pe
ci
fi
ed
 
in
 
th
e
 
pl
an
 
in
st
ru
me
nt
.
 
Mo
di
fi
ca
ti
on
s
 
o
f 
c
o
n
tr
ac
ts
 
a
r
e
 
a
pp
ro
ve
d 
by
 
th
e
 
pl
an
 
c
o
m
m
it
te
e.
 
EX
H
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3 
CO
NT
RI
BU
TI
ON
S
 
R
E
CE
IV
ED
 
A
N
D
 
R
E
L
A
T
E
D
 
R
E
CE
IV
AB
LE
S
 
R
e
li
ab
il
it
y
 
o
f
 
F
in
an
ci
al
 
R
e
c
o
r
ds
 
Sp
ec
if
ic
 
O
bj
ec
ti
ve
s
 
E
x
a
m
pl
es
 
o
f
 
Se
le
ct
ed
 
Co
nt
ro
l 
P
o
li
ci
es
 
a
n
d
 
P
r
o
c
e
du
re
s
 
A
m
o
u
n
t
s
 
o
f
 
c
o
n
t
r
ib
ut
io
ns
 
by
 
e
m
p
lo
ye
rs
 
a
n
d
 
p
a
r
t
ic
ip
an
ts
 
m
e
e
t
 
a
u
t
ho
ri
ze
d
 
o
r
 
r
e
qu
ir
ed
 
a
m
o
u
n
t
s
.
 
Co
nt
ri
bu
ti
on
s
 
a
r
e
 
r
e
c
o
r
de
d
 
a
t
 
t
he
 
a
pp
ro
pr
ia
te
 
a
m
o
u
n
t
 
a
n
d
 
in
 
t
he
 
a
p
p
r
o
p
r
ia
te
 
p
e
r
io
d
 
o
n
 
a
 
t
im
el
y
 
ba
si
s.
 
Co
nt
ri
bu
ti
on
 
r
e
qu
ir
em
en
ts
 
o
r
 
li
mi
ta
ti
on
s
 
a
r
e
 
de
sc
ri
be
d 
in
 
t
h
e
 
p
la
n
 
in
st
ru
me
nt
 
o
r
 
c
o
ll
ec
ti
ve
 
ba
rg
ai
ni
ng
 
a
gr
ee
me
nt
.
 
Co
nt
ri
bu
ti
on
s
 
a
r
e
 
de
te
rm
in
ed
 
u
s
in
g 
a
pp
ro
ve
d 
e
li
gi
bi
li
ty
 
li
st
s.
 
A
c
t
u
a
r
y
 
is
 
u
s
e
d 
t
o
 
m
a
ke
 
pe
ri
od
ic
 
v
a
lu
at
io
ns
 
a
n
d
 
r
e
p
o
r
t
s
.
 
Sp
on
so
r
 
o
r
 
e
m
pl
oy
er
 
p
a
y
r
o
ll
 
r
e
c
o
r
ds
 
a
r
e
 
c
o
m
pa
re
d 
w
it
h 
c
o
n
t
r
ib
ut
io
n
 
c
a
lc
ul
at
io
ns
.
 
I
n
 
t
he
 
c
a
s
e
 
o
f
 
m
u
lt
ie
mp
lo
ye
r
 
p
la
ns
,
 
s
o
m
e
 
fo
rm
 
o
f
 
pe
ri
od
ic
 
pa
yr
ol
l 
a
u
di
t
 
is
 
pe
rf
or
me
d.
 
I
n
it
ia
l 
c
o
n
t
r
o
ls
 
a
r
e
 
e
s
t
a
bl
is
he
d 
o
v
e
r
 
c
o
n
t
r
ib
ut
io
n
 
r
e
c
o
r
ds
 
fo
r
 
bo
th
 
e
m
pl
oy
er
 
a
n
d
 
pa
rt
ic
ip
an
t
 
c
o
n
t
r
ib
ut
io
ns
 
(e
.g
.,
 
s
a
la
ry
 
r
e
du
ct
io
n
 
a
m
o
u
n
t
s
).
 
Cl
er
ic
al
 
a
c
c
u
r
a
c
y
 
o
f
 
c
o
n
t
r
ib
ut
io
n
 
fo
rm
s
 
is
 
c
he
ck
ed
.
 
Su
bs
id
ia
ry
 
c
o
n
t
r
ib
ut
io
n
 
r
e
c
o
r
ds
 
a
r
e
 
r
e
c
o
n
c
il
ed
 
t
o
 
t
he
 
ge
ne
ra
l 
le
dg
er
.
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CE
IV
ED
 
AN
D
 
RE
LA
TE
D
 
RE
CE
IV
AB
LE
S 
R
e
li
ab
il
it
y
 
o
f 
F
in
an
ci
al
 
R
e
c
o
r
ds
 
E
x
a
m
pl
es
 
o
f 
Se
le
ct
ed
 
Co
nt
ro
l 
_
 
Sp
ec
if
ic
 
Ob
je
ct
iv
es
 
P
o
li
ci
es
 
a
n
d 
P
r
o
c
e
du
re
s
 
Co
nt
ri
bu
ti
on
 
fo
rm
s
 
a
r
e
 
r
e
c
o
n
c
il
ed
 
to
 
c
a
s
h 
r
e
c
e
ip
ts
 
le
dg
er
 
a
n
d 
ba
nk
 
de
po
si
ts
.
 
Co
nt
ro
l 
t
o
t
a
ls
 
fo
r
 
c
o
n
t
r
ib
ut
io
ns
 
w
it
hh
el
d 
fr
om
 
pa
rt
ic
ip
an
t
 
r
e
c
o
r
ds
 
a
r
e
 
m
a
in
ta
in
ed
.
 
Co
nt
ri
bu
ti
on
 
r
e
c
e
ip
ts
 
a
r
e
 
is
su
ed
 
to
 
pa
rt
ic
ip
an
ts
 
c
o
n
t
a
in
in
g 
n
o
t
ic
es
 
r
e
qu
es
ti
ng
 
r
e
v
ie
ws
 
o
f 
di
sc
re
pa
nc
ie
s.
 
L
o
a
n
s
 
r
e
c
e
iv
ab
le
 
fr
om
 
p
la
n
 
p
a
r
t
ic
ip
an
ts
 
a
n
d 
-
 
L
o
a
n
s
 
a
r
e
 
m
a
de
 
o
n
ly
 
w
it
h 
pr
op
er
 
a
u
t
ho
ri
za
ti
on
 
ba
se
d 
o
n
 
r
e
la
te
d 
in
te
re
st
 
in
co
me
 
a
r
e
 
p
r
o
p
e
r
ly
 
r
e
po
rt
ed
.
 
gu
id
el
in
es
 
r
e
fl
ec
ti
ng
,
 
fo
r
 
e
x
a
m
pl
e,
 
a
dh
er
en
ce
 
to
 
r
u
le
s
 
r
e
ga
rd
in
g 
p
r
o
hi
bi
te
d 
t
r
a
n
s
a
c
t
io
ns
.
 
E
n
t
r
ie
s
 
to
 
de
ta
il
ed
 
lo
an
 
r
e
c
o
r
ds
 
a
r
e
 
r
e
c
o
n
c
il
ed
 
w
it
h 
c
a
s
h 
di
sb
ur
se
me
nt
s
 
a
n
d 
r
e
c
e
ip
ts
 
r
e
c
o
r
ds
.
 
I
n
t
e
r
e
s
t
 
in
co
me
 
is
 
c
a
lc
ul
at
ed
 
pe
ri
od
ic
al
ly
 
a
n
d 
pr
op
er
ly
 
a
c
c
r
u
e
d.
 
D
e
t
a
il
ed
 
r
e
c
o
r
ds
 
a
r
e
 
r
e
c
o
n
c
il
ed
 
w
it
h 
ge
ne
ra
l 
le
dg
er
 
a
c
c
o
u
n
t
s
.
 
R
e
c
o
r
ds
 
a
r
e
 
r
e
v
ie
we
d 
pe
ri
od
ic
al
ly
 
fo
r
 
pa
st
-d
ue
 
a
m
o
u
n
t
s
.
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CO
NT
RI
BU
TI
ON
S 
RE
CE
IV
ED
 
AN
D
 
RE
LA
TE
D
 
RE
CE
IV
AB
LE
S 
Sa
fe
gu
ar
di
ng
 
o
f 
As
se
ts
 
Ex
am
pl
es
 
o
f 
Se
le
ct
ed
 
Co
nt
ro
l 
Sp
ec
if
ic
 
Ob
je
ct
iv
es
 
Po
li
ci
es
 
a
n
d 
Pr
oc
ed
ur
es
 
Ac
ce
ss
 
to
 
c
a
s
h 
r
e
c
e
ip
ts
,
 
c
a
s
h 
r
e
c
e
ip
ts
 
r
e
c
o
r
ds
,
 
-
 
Ca
sh
 
is
 
in
de
pe
nd
en
tl
y
 
c
o
n
tr
ol
le
d 
u
po
n
 
r
e
c
e
ip
t.
 
a
n
d 
c
o
n
tr
ib
ut
io
n
 
r
e
c
o
r
ds
 
is
 
s
u
it
ab
ly
 
c
o
n
tr
ol
le
d 
to
 
pr
ev
en
t
 
o
r
 
de
te
ct
 
w
it
hi
n
 
a
 
ti
me
ly
 
pe
ri
od
 
th
e
 
-
 
Ca
sh
 
r
e
c
e
ip
ts
 
a
r
e
 
de
po
si
te
d 
in
ta
ct
 
da
il
y.
 
in
te
rc
ep
ti
on
 
o
f 
u
n
r
e
c
o
r
de
d 
c
a
s
h 
r
e
c
e
ip
ts
 
o
r
 
th
e
 
a
bs
tr
ac
ti
on
 
o
f 
r
e
c
o
r
de
d 
c
a
s
h 
r
e
c
e
ip
ts
.
 
-
 
Ch
ec
ks
 
a
r
e
 
r
e
s
tr
ic
ti
ve
ly
 
e
n
do
rs
ed
 
u
po
n
 
r
e
c
e
ip
t.
 
Re
sp
on
si
bi
li
ty
 
fo
r
 
r
e
c
e
iv
in
g 
a
n
d 
pr
oc
es
si
ng
 
c
o
n
tr
ib
ut
io
ns
 
is
 
a
de
qu
at
el
y
 
s
e
gr
eg
at
ed
.
 
Ba
nk
 
a
c
c
o
u
n
ts
 
a
r
e
 
r
e
c
o
n
c
il
ed
 
m
o
n
th
ly
.
 
Pa
st
-d
ue
 
c
o
n
tr
ib
ut
io
ns
 
a
r
e
 
in
ve
st
ig
at
ed
 
o
n
 
a
 
ti
me
ly
 
ba
si
s.
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BE
NE
FI
T
 
PA
YM
EN
TS
 
Re
li
ab
il
it
y
 
o
f 
Fi
na
nc
ia
l 
Re
co
rd
s
 
E
x
a
m
pl
es
 
o
f 
Se
le
ct
ed
 
Co
nt
ro
l 
Sp
ec
if
ic
 
Ob
je
ct
iv
es
 
P
o
li
ci
es
 
a
n
d 
P
r
o
c
e
du
re
s
 
B
e
n
e
fi
t
 
pa
ym
en
ts
 
a
r
e
 
r
e
c
o
r
de
d 
a
t
 
th
e
 
a
pp
ro
pr
ia
te
 
-
 
B
e
n
e
fi
t
 
c
a
lc
ul
at
io
ns
 
s
u
pp
or
ti
ng
 
pa
ym
en
ts
 
a
r
e
 
c
he
ck
ed
 
fo
r
 
a
m
o
u
n
t
 
a
n
d 
in
 
t
he
 
a
pp
ro
pr
ia
te
 
p
e
r
io
d 
o
n
 
a
 
t
im
el
y
 
c
le
ri
ca
l 
a
c
c
u
r
a
c
y
.
 
ba
si
s.
 
B
e
n
e
fi
ts
 
pa
ya
bl
e
 
o
u
t
s
t
a
n
di
ng
 
fo
r
 
a
 
lo
ng
 
p
e
r
io
d 
a
r
e
 
in
ve
st
ig
at
ed
.
 
I
n
it
ia
l 
c
o
n
t
r
o
ls
 
a
r
e
 
e
s
t
a
bl
is
he
d 
o
v
e
r
 
be
ne
fi
t
 
a
pp
li
ca
ti
on
s.
 
B
e
n
e
fi
t
 
a
m
o
u
n
t
s
 
a
r
e
 
c
o
m
pa
re
d 
w
it
h 
p
la
n
 
o
r
 
I
n
s
u
r
a
n
c
e
 
c
o
m
pa
ny
 
r
e
c
o
r
ds
.
 
Co
nt
ro
l 
t
o
t
a
ls
 
fo
r
 
m
o
n
t
hl
y
 
p
e
n
s
io
n
 
be
ne
fi
ts
 
a
r
e
 
m
a
in
ta
in
ed
.
 
P
a
r
t
ic
ip
an
ts
 
o
r
 
be
ne
fi
ci
ar
ie
s
 
a
r
e
 
n
o
t
if
ie
d 
o
f 
th
ei
r
 
r
ig
ht
 
to
 
ha
ve
 
de
ni
ed
 
c
la
im
s
 
r
e
v
ie
we
d.
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6 
B
E
N
E
F
I
T
 
P
A
Y
M
E
N
T
S 
Sa
fe
gu
ar
di
ng
 
o
f 
A
s
s
e
t
s
 
Sp
ec
if
ic
 
Ob
je
ct
iv
es
 
B
e
n
e
fi
t
 
pa
ym
en
ts
 
a
r
e
 
de
te
rm
in
ed
 
a
n
d 
a
u
t
ho
ri
ze
d 
in
 
a
c
c
o
r
da
nc
e
 
w
it
h 
th
e
 
p
la
n
 
in
st
ru
me
nt
.
 
P
a
r
t
ic
ip
an
t'
s
 
be
ne
fi
t
 
a
n
d 
c
a
s
h 
di
sb
ur
se
me
nt
 
r
e
c
o
r
ds
 
a
r
e
 
c
o
n
t
r
o
ll
ed
 
to
 
pr
ev
en
t
 
o
r
 
de
te
ct
 
o
n
 
a
 
t
im
el
y
 
ba
si
s
 
u
n
a
u
t
ho
ri
ze
d 
o
r
 
du
pl
ic
at
e
 
p
a
y
m
e
n
t
s
.
 
E
x
a
m
pl
es
 
o
f 
Se
le
ct
ed
 
Co
nt
ro
l 
P
o
li
ci
es
 
a
n
d 
P
r
o
c
e
du
re
s
 
Ch
an
ge
s
 
in
 
pa
rt
ic
ip
an
t
 
e
li
gi
bi
li
ty
 
a
r
e
 
a
pp
ro
ve
d 
by
 
th
e
 
pl
an
 
c
o
m
m
it
te
e.
 
E
li
gi
bi
li
ty
 
li
st
s
 
a
r
e
 
a
pp
ro
ve
d.
 
Si
gn
ed
 
be
ne
fi
t
 
a
pp
li
ca
ti
on
 
fo
rm
s
 
a
r
e
 
u
s
e
d.
 
B
e
n
e
fi
t
 
a
pp
li
ca
ti
on
s
 
th
at
 
pr
ov
id
e
 
fo
r
 
r
e
v
ie
w
 
o
f 
e
li
gi
bi
li
ty
,
 
be
ne
fi
t
 
a
m
o
u
n
t
s
,
 
o
r
 
p
la
n
 
c
o
m
pl
ia
nc
e
 
r
e
qu
ir
e
 
a
p
p
r
o
v
a
l.
 
R
e
s
po
ns
ib
il
it
ie
s
 
fo
r
 
be
ne
fi
t
 
a
pp
ro
va
l,
 
r
e
c
o
r
di
ng
 
o
f 
be
ne
fi
ts
,
 
a
n
d 
m
a
in
te
na
nc
e
 
o
f 
pa
rt
ic
ip
an
t
 
fi
le
s
 
a
r
e
 
a
de
qu
at
el
y
 
s
e
gr
eg
at
ed
.
 
B
la
nk
 
fo
rm
s
 
a
r
e
 
P
r
e
n
u
m
be
re
d 
a
n
d 
e
ff
ec
ti
ve
ly
 
c
o
n
t
r
o
ll
ed
.
 
P
e
r
io
di
c
 
c
o
r
r
e
s
po
nd
en
ce
 
w
it
h 
r
e
t
ir
ed
 
be
ne
fi
ci
ar
ie
s
 
is
 
m
a
in
ta
in
ed
,
 
a
n
d 
c
o
r
r
e
s
po
nd
en
ce
 
o
r
 
be
ne
fi
t
 
pa
ym
en
ts
 
a
r
e
 
r
e
t
u
r
n
a
bl
e
 
to
 
p
la
n
 
c
o
m
m
it
te
e
 
if
 
u
n
de
li
ve
ra
bl
e.
 
B
e
n
e
fi
t
 
c
he
ck
 
e
n
do
rs
em
en
ts
 
a
r
e
 
c
o
m
pa
re
d 
w
it
h 
s
ig
na
tu
re
s
 
in
 
a
pp
li
ca
bl
e
 
pa
rt
ic
ip
an
t
 
r
e
c
o
r
ds
.
 
Su
pp
or
ti
ng
 
do
cu
me
nt
s
 
a
r
e
 
e
ff
ec
ti
ve
ly
 
c
a
n
c
e
le
d 
o
n
 
pa
ym
en
t.
 
-151-
EX
HI
BI
T 
7 
PA
RT
IC
IP
AN
T
 
DA
TA
 
AN
D
 
PL
AN
 
OB
LI
GA
TI
ON
S 
Re
li
ab
il
it
y
 
o
f 
Fi
na
nc
ia
l 
Re
co
rd
s
 
Sp
ec
if
ic
 
Ob
je
ct
iv
es
 
Pa
rt
ic
ip
an
t
 
da
ta
 
a
r
e
 
pr
op
er
ly
 
r
e
c
o
r
de
d 
o
n
 
a
 
ti
me
ly
 
ba
si
s.
 
Ex
am
pl
es
 
o
f 
Se
le
ct
ed
 
Co
nt
ro
l 
Po
li
ci
es
 
a
n
d 
Pr
oc
ed
ur
es
 
E
n
r
o
ll
me
nt
 
a
pp
li
ca
ti
on
s
 
a
r
e
 
n
u
m
e
r
ic
al
ly
 
c
o
n
t
r
o
ll
ed
 
a
n
d 
a
r
e
 
m
a
in
ta
in
ed
 
fo
r
 
fu
tu
re
 
r
e
fe
re
nc
e.
 
Th
e
 
n
u
m
be
r
 
o
f 
pl
an
 
pa
rt
ic
ip
an
ts
 
is
 
r
e
c
o
n
c
il
ed
 
u
s
in
g 
e
n
r
o
ll
me
nt
 
fo
rm
s.
 
Su
bs
id
ia
ry
 
r
e
c
o
r
ds
 
a
r
e
 
m
a
in
ta
in
ed
 
fo
r
 
pa
rt
ic
ip
an
ts
 
w
ho
 
a
r
e
 
a
c
ti
ve
,
 
r
e
ti
re
d,
 
o
r
 
te
rm
in
at
ed
 
w
it
h 
v
e
s
te
d 
be
ne
fi
ts
.
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Ac
tu
ar
ia
l 
v
a
lu
at
io
n
 
o
f 
a
c
c
u
m
u
la
te
d 
be
ne
fi
ts
 
r
e
fl
ec
ts
 
th
e
 
u
n
de
rs
ta
nd
in
g 
a
n
d 
a
gr
ee
me
nt
 
o
f 
th
e
 
pl
an
 
c
o
m
m
it
te
e
 
o
r
 
r
e
s
po
ns
ib
le
 
o
ff
ic
ia
ls
.
 
P
a
r
t
ic
ip
an
ts
'
 
s
u
bs
id
ia
ry
 
r
e
c
o
r
ds
 
a
r
e
 
r
e
c
o
n
c
il
ed
 
w
it
h 
ge
ne
ra
l 
le
dg
er
.
 
P
a
r
t
ic
ip
an
t
 
da
ta
 
a
r
e
 
u
p
da
te
d 
a
n
d 
r
e
c
o
n
c
il
ed
 
to
 
e
m
pl
oy
er
's
 
pe
rs
on
ne
l 
a
n
d 
pa
yr
ol
l 
r
e
c
o
r
ds
 
be
fo
re
 
be
in
g 
s
e
n
t
 
to
 
a
c
t
u
a
r
y
.
 
P
la
n
 
c
o
m
m
it
te
e
 
o
r
 
r
e
s
po
ns
ib
le
 
o
ff
ic
ia
ls
 
di
sc
us
s
 
w
it
h 
th
e
 
a
c
t
u
a
r
y
 
th
e
 
a
c
t
u
a
r
ia
l 
m
e
t
ho
ds
 
a
n
d 
s
ig
ni
fi
ca
nt
 
a
s
s
u
m
pt
io
ns
 
t
ha
t
 
a
r
e
 
th
e
 
ba
si
s
 
fo
r
 
a
c
t
u
a
r
ia
l 
c
a
lc
ul
at
io
ns
.
 
Ac
cu
mu
la
te
d 
be
ne
fi
t
 
a
m
o
u
n
ts
 
a
n
d 
o
th
er
 
a
c
tu
ar
ia
ll
y
 
de
te
rm
in
ed
 
In
fo
rm
at
io
n
 
a
r
e
 
de
te
rm
in
ed
 
pe
ri
od
ic
al
ly
 
a
n
d 
r
e
c
o
r
de
d 
in
 
th
e
 
pl
an
's
 
r
e
c
o
r
ds
 
a
t
 
th
e
 
a
pp
ro
pr
ia
te
 
a
m
o
u
n
ts
.
 
V
a
lu
at
io
n
 
r
e
po
rt
 
pr
ep
ar
ed
 
by
 
a
n
 
e
n
r
o
ll
ed
 
a
c
t
u
a
r
y
 
is
 
r
e
v
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Excerpt From FASB Statement 
no. 35 
Accounting and Reporting by 
Defined Benefit Pension Plans 
This appendix reproduces the standards of financial accounting and 
reporting by defined benefit pension plans from paragraphs 1 through 30 
of FASB Statement no. 35. These standards are presented for the con-
venience of readers of this audit guide. A thorough understanding of 
these standards requires a reading of the entire statement, including its 
Appendix B, "Basis for Conclusions," and its Appendix D, "Illustration 
of Financial Statements." (The latter is reproduced in Appendix E of this 
guide.) The complete statement is available from the Financial Accounting 
Standards Board. 
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APPENDIX C 
Statement of Financial Accounting Standards No. 35 
Accounting and Reporting by Defined Benefit Pension Plans 
March 1980 
INTRODUCTION 
1. This Statement establishes standards of financial accounting 
and reporting for the annual financial statements of a defined 
benefit pension plan (pension plan or plan).* Plans covered are 
those that principally provide pension benefits but may also pro-
vide benefits on death, disability, or termination of employment. 
2. This Statement applies to an ongoing plan that provides pension 
benefits for the employees of one or more employers, including 
state and local governments, or for the members of a trade or 
other employee association. Such a plan may have no inter-
mediary funding agency or it may be financed through one or more 
trust funds, one or more contracts with insurance companies, or a 
combination thereof. This Statement applies to plans that are sub-
ject to the provisions of the Employee Retirement Income Security 
Act of 1974 (ERISA or the Act) as well as to those that are not. 
It is not intended to apply to a plan that is expected to be ter-
minated, nor to a government-sponsored social security plan. 
This Statement does not require the preparation, distribution, or 
attestation of any plan's financial statements (paragraph 51). 
3. Standards of financial accounting and reporting for defined 
benefit pension plans are presented in paragraphs 4-30. Back-
ground information for this Statement is presented in Appendix A. 
The basis for the Board's conclusions, as well as alternatives con-
sidered and reasons for their rejection, are discussed in Appendix 
B. Illustrations of certain applications of the requirements of this 
Statement appear in Appendixes D and E. . 
* Terms defined in the Glossary (Appendix C) are in boldface type the first 
time they appear in this Statement. 
Copyright © 1980 by Financial Accounting Standards Board. Reprinted with permission. 
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STANDARDS OF FINANCIAL ACCOUNTING AND REPORTING 
Existing Generally Accepted Accounting Principles 
4. Existing generally accepted accounting principles other than 
those discussed in this Statement may apply to the financial state-
ments of defined benefit pension plans. The financial accounting 
standards discussed in this Statement are those of particular 
importance to pension plans or that differ from existing generally 
accepted accounting principles for other types of entities. 
Primary Objective of Plan Financial Statements 
5. The primary objective of a pension plan's financial statements 
is to provide financial information that is useful in assessing the 
plan's present and future ability to pay benefits when due.1 To 
accomplish that objective, a plan's financial statements should 
provide information about (a) plan resources and how the 
stewardship responsibility for those resources has been discharged, 
(b) the accumulated plan benefits of participants, (c) the results 
of transactions and events that affect the information regarding 
those resources and benefits, and (d) other factors necessary for 
users to understand the information provided. 
Financial Statements 
6. The annual financial statements of a plan shall include: 
a. A statement that includes information regarding the net assets 
available for benefits as of the end of the plan year 
b. A statement that includes information regarding the changes 
during the year in the net assets available for benefits 
c. Information regarding the actuarial present value of accumu-
1
 The Board recognizes that (a) information in addition to that contained 
in a plan's financial statements is needed in assessing the plan's present 
and future ability to pay benefits when due and (b) financial statements 
for several plan years can provide information more useful in assessing 
the plan's future ability to pay benefits than can the financial statements 
for a single plan year (paragraphs 58-63). 
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lated plan benefits as of either the beginning2 or end of the 
plan year 
d. Information regarding the effects, if significant, of certain fac-
tors affecting the year-to-year change in the actuarial present 
value of accumulated plan benefits. 
7. The primary objective set forth in paragraph 5 is satisfied only 
if (a) information regarding both the net assets available for bene-
fits and the actuarial present value of accumulated plan benefits is 
presented as of the same date and (b) information regarding both 
the changes in net assets available for benefits and the changes in 
the actuarial present value of accumulated plan benefits is pre-
sented for the same period. Therefore, if the benefit information 
date pursuant to paragraph 6(c) is the beginning of the year, a 
statement that includes information regarding the net assets avail-
able for benefits as of that date and a statement that includes infor-
mation regarding the changes during the preceding year in the net 
assets available for benefits shall also be presented. Use of an 
end-of-year benefit information date is considered preferable. 
Plans are encouraged to develop procedures to enable them to 
use that date (paragraph 29). 
8. The Board believes it is desirable to allow certain flexibility 
in presenting the information regarding the actuarial present value 
of accumulated plan benefits and the year-to-year changes therein. 
Therefore, either or both of those categories of information may be 
presented on the face of one or more financial statements or in 
notes thereto. Regardless of the format selected, each category 
of information shall be presented in its entirety in the same loca-
tion. If a statement format is selected for either category, a 
separate statement may be used to present that information or, 
provided the information is as of the same date or for the same 
period, that information may be presented together with informa-
tion regarding the net assets available for benefits and the year-to-
year changes therein. 
2
 Financial information presented as of the beginning of the year shall be 
the amounts as of the end of the preceding year. 
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Net Assets Available for Benefits 
9. The accrual basis of accounting3 shall be used in preparing 
information regarding the net assets available for benefits. The 
information shall be presented in such reasonable detail as is 
necessary to identify the plan's resources that are available for 
benefits. 
Contributions Receivable 
10. Contributions receivable are the amounts due as of the 
reporting date to the plan from the employer(s), participants, 
and other sources of funding (for example, state subsidies or 
federal grants—which shall be separately identified). Amounts 
due include those pursuant to formal commitments as well as 
legal or contractual requirements. With respect to an employer's 
contributions, evidence of a formal commitment may include (a) 
a resolution by the employer's governing body approving a speci-
fied contribution, (b) a consistent pattern of making payments 
after the plan's year-end pursuant to an established funding policy 
that attributes such subsequent payments to the preceding plan 
year, (c) a deduction of a contribution for federal tax purposes 
for periods ending on or before the reporting date, or (d) the 
employer's recognition as of the reporting date of a contribution 
payable to the plan.4 
Investments 
11. Plan investments, whether equity or debt securities, real estate, 
or other (excluding contracts with insurance companies) shall be 
presented at their fair value at the reporting date. The fair value 
of an investment is the amount that the plan could reasonably 
expect to receive for it in a current sale between a willing buyer 
and a willing seller, that is, other than in a forced or liquidation 
3
 The accrual basis requires that purchases and sales of securities be re-
corded on a trade-date basis. However, if the settlement date is after the 
reporting date and (a) the fair value of securities purchased or sold just 
before the reporting date does not change significantly from the trade date 
to the reporting date, and (b) the purchases or sales do not significantly 
affect the composition of the plan's assets available for benefits, accounting 
on a settlement-date basis for such sales and purchases is acceptable. 
4
 The existence of accrued pension costs does not, by itself, provide suffi-
cient support for recognition of a contribution receivable (paragraph 92). 
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sale. Fair value shall be measured by the market price if there 
is an active market for the investment. If there is not an active 
market for an investment but there is such a market for similar 
investments, selling prices in that market may be helpful in 
estimating fair value. If a market price is not available, a fore-
cast of expected cash flows may aid in estimating fair value, 
provided the expected cash flows are discounted at a rate commen-
surate with the risk involved.5 
12. Contracts with insurance companies shall be presented in 
the same manner as that contained in the annual report filed by 
the plan with certain governmental agencies pursuant to ERISA.6 
A plan not subject to ERISA shall similarly present its contracts 
with insurance companies, that is, as if the plan were subject to 
the reporting requirements of ERISA. 
13. Information regarding a plan's investments shall be presented 
in enough detail to identify the types of investments and shall indi-
cate whether reported fair values have been measured by quoted 
prices in an active market or are fair values otherwise determined. 
(Paragraphs 28(g) and 28(h) require certain additional disclosures 
related to investments.) 
Operating Assets 
14. Plan assets used in plan operations (for example, buildings, 
equipment, furniture and fixtures, and leasehold improvements) 
shall be presented at cost less accumulated depreciation or amor-
tization. 
Changes in Net Assets Available for Benefits 
15. Information regarding changes in net assets available for 
benefits shall be presented in enough detail to identify the signifi-
5
 For an indication of factors to be considered in determining the discount 
rate, see paragraphs 13 and 14 of APB Opinion No. 21, Interest on Re-
ceivables and Payables. If significant, the fair value of an investment shall 
reflect the brokerage commissions and other costs normally incurred 
in a sale. 
6
 For 1979 plan years, the pertinent governmental reporting requirements 
relate to item 13 of either Form 5500 or Form 5500-C. 
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cant changes during the year. Minimum disclosure shall include: 
a. The net appreciation (depreciation)7 in fair value for each 
significant class of investments, segregated between investments 
whose fair values have been measured by quoted prices in an 
active market and those whose fair values have been otherwise 
determined 
b. Investment income (exclusive of (a) above) 
c. Contributions from the employer(s), segregated between cash 
and noncash contributions8 
d. Contributions from participants, including those transmitted 
by the sponsor 
e. Contributions from other identified sources (for example, state 
subsidies or federal grants) 
f. Benefits paid to participants 
g. Payments to insurance companies to purchase contracts that 
are excluded from plan assets9 
h. Administrative expenses. 
Actuarial Present Value of Accumulated Plan Benefits 
16. Accumulated plan benefits are those future benefit payments 
that are attributable under the plan's provisions to employees' 
service rendered to the benefit information date. Accumulated 
plan benefits comprise benefits expected to be paid to (a) retired 
or terminated employees or their beneficiaries, (b) beneficiaries of 
deceased employees, and (c) present employees or their benefi-
ciaries. 
17. To the extent possible, plan provisions shall apply in measur-
ing accumulated plan benefits. In some plans, benefits are a 
specified amount for each year of service. Even if a plan does 
not specify a benefit for each year of service, another of its provi-
7
 Realized gains and losses on investments that were both bought and sold 
during the year shall be included. 
8
 A noncash contribution shall be recorded at fair value. The nature of non-
cash contributions shall be described, either parenthetically or in a note. 
9
 Paragraph 28(e) requires disclosure of the plan's dividend income related 
to excluded contracts and permits that income to be netted against item (g). 
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sions (for example, a provision applicable to terminated employees 
or to termination of the plan—if independent of funding patterns) 
may indicate how to measure accumulated plan benefits. If the 
benefit for each year of service is not stated by or clearly determin-
able from the provisions of the plan, the benefit shall be considered 
to accumulate in proportion to (a) the ratio of the number of years 
of service completed to the benefit information date to the 
number that will have been completed when the benefit will first 
be fully vested, if the type of benefit is includable in vested benefits 
(for example, a supplemental early retirement benefit that is a 
vested benefit after a stated number of years of service), or (b) the 
ratio of completed years of service to projected years of service 
upon anticipated separation from covered employment, if the type 
of benefit is not includable in vested benefits (for example, a death 
or disability benefit that is payable only if death or disability occurs 
during active service). 
18. In measuring accumulated plan benefits, the following shall 
apply: 
a. Except as indicated in (b) and (c) below, accumulated plan 
benefits shall be based on employees' history of pay and service 
and other appropriate factors as of the benefit information 
date.10 
b. Projected years of service shall be a factor only in determining 
employees' expected eligibility for particular benefits, such as: 
i. Increased benefits that are granted provided a specified 
number of years of service are rendered (for example, a 
pension benefit that is increased from $9 per month to $10 
per month for each year of service if 20 or more years of 
service are rendered) 
ii. Early retirement benefits 
iii. Death benefits 
iv. Disability benefits. 
c. Automatic benefit increases specified by the plan (for example, 
automatic cost-of-living increases) that are expected to occur 
after the benefit information date shall be recognized. 
10
 An example of the application of paragraphs 18(a) and 18(b) appears in 
Appendix E. 
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d. Benefits to be provided by means of contracts excluded from 
plan assets for which payments to the insurance company have 
been made shall be excluded. 
e. Plan amendments adopted after the benefit information date 
shall not be recognized. 
f. If it is necessary to take future compensation into account in 
the determination of Social Security benefits, employees' com-
pensation as of the benefit information date shall be assumed to 
remain unchanged during their assumed future service. In-
creases in the wage base or benefit level pursuant to either 
the existing Social Security law or possible future amendments 
of the law shall not be recognized. 
19. The actuarial present value of accumulated plan benefits is 
that amount as of the benefit information date that results from 
applying actuarial assumptions to the benefit amounts determined 
pursuant to paragraphs 16-18, with the actuarial assumptions being 
used to adjust those amounts to reflect the time value of money 
(through discounts for interest) and the probability of payment 
(by means of decrements such as for death, disability, withdrawal, 
or retirement) between the benefit information date and the ex-
pected date of payment. 
20. An assumption of an ongoing plan shall underlie the other 
assumptions used in determining the actuarial present value of 
accumulated plan benefits. Every other significant assumption used 
in that determination and disclosed pursuant to paragraph 27(b) 
shall reflect the best estimate of the plan's future experience solely 
with respect to that individual assumption. As to certain assump-
tions, the following shall apply: 
a. Assumed rates of return shall reflect the expected rates of 
return during the periods for which payment of benefits is 
deferred and shall be consistent with returns realistically 
achievable on the types of assets held by the plan and the 
plan's investment policy. To the extent that assumed rates 
of return are based on values of existing plan assets, the values 
used in determining assumed rates of return shall be the values 
presented in the plan's financial statements pursuant to the 
requirements of this Statement. 
b. Expected rates of inflation assumed in estimating automatic 
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cost-of-living adjustments shall be consistent with the assumed 
rates of return. 
c. Administrative expenses expected to be paid by the plan (not 
those paid by the sponsor) that are associated with providing 
accumulated plan benefits shall be reflected either by appropri-
ately adjusting the assumed rates of return or by assigning 
those expenses to future periods and discounting them to 
the benefit information date. If the former method is used, 
the adjustment of the assumed rates of return shall be sepa-
rately disclosed (paragraph 27(b)). 
21. In selecting certain assumptions to be used in determining the 
actuarial present value of accumulated plan benefits, an acceptable 
alternative to that discussed in paragraph 20 is to use those assump-
tions that are inherent in the estimated cost at the benefit informa-
tion date to obtain a contract with an insurance company to pro-
vide participants with their accumulated plan benefits. Those 
other assumptions that are necessary but are not inherent in that 
estimated cost shall be selected pursuant to the requirements in 
paragraph 20. 
Presentation of the Actuarial Present Value of Accumulated Plan Benefits 
22. The total actuarial present value of accumulated plan bene-
fits as of the benefit information date shall be segmented into at 
least the following categories: 
a. Vested benefits of participants currently receiving payments 
b. Other vested benefits 
c. Nonvested benefits. 
Category (a) shall include those benefits due and payable as of 
the benefit information date. Present employees' accumulated con-
tributions as of the benefit information date (including interest, if 
any) shall be disclosed. If interest has been credited on employees' 
contributions, the rate(s) shall be disclosed. 
Changes in the Actuarial Present Value of 
Accumulated Plan Benefits 
23. Changes in actuarial assumptions made to reflect changes in 
the plan's expected experience shall be viewed as changes in 
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estimates. That is, the effects of those changes shall be accounted 
for in the year of change (or in the year of change and future 
years if the change affects both) and shall not be accounted for 
by restating amounts reported in financial statements for prior 
years or by reporting pro forma amounts for prior years. 
24. Assumed rates of return used to determine the actuarial 
present value of accumulated plan benefits may change periodically 
due to changes in expected rates of return or as changes occur 
in the factors affecting estimates. A change in assumed rates of 
return need not necessarily result when a decision is made to 
replace fixed-income securities currently held with lower-rated 
fixed-income securities because the higher yield associated with 
the lower-rated securities reflects increased risk. Accordingly, a 
higher ultimate return on the aggregate investment portfolio may 
not result. 
Presentation of Changes in the Actuarial Present Value of 
Accumulated Plan Benefits 
25. If significant, either individually or in the aggregate, the 
effects of certain factors affecting the change in the actuarial 
present value of accumulated plan benefits from the preceding 
to the current benefit information date shall be identified. Effects 
that are individually significant shall be separately identified. 
Minimum disclosure shall include the significant effects of factors 
such as the following: 
a. Plan amendments 
b. Changes in the nature of the plan (for example, a plan spin-
off or a merger with another plan) 
c. Changes in actuarial assumptions.11 
The significant effects of other factors may also be identified, 
11
 Plans that measure the actuarial present value of accumulated plan 
benefits by insurance company rates pursuant to the alternative approach 
described in paragraph 21 shall, if practicable, disclose the effects of changes 
in actuarial assumptions reflected in changes in those insurance rates. 
- 1 6 8 -
including, for example, benefits accumulated,12 the increase (for 
interest) as a result of the decrease in the discount period, and 
benefits paid. If presented, benefits paid shall not include benefit 
payments made by an insurance company in accordance with a 
contract that is excluded from plan assets. However, amounts 
paid by the plan to an insurance company pursuant to such a 
contract (including purchasing annuities with amounts allocated 
from existing investments with the insurance company) shall be 
included in benefits paid.13 If the minimum required disclosure is 
presented in other than a statement format, the actuarial present 
value of accumulated plan benefits as of the preceding benefit 
information date shall also be presented. 
26. Information regarding changes in the actuarial present 
value of accumulated plan benefits may be presented either (a) 
in a statement that accounts for the change between two benefit 
information dates or (b) elsewhere in the financial statements. 
If only the minimum required disclosure is presented, presenta-
tion in a statement format will necessitate an additional unidenti-
fied "other" category to reconcile the beginning and ending 
amounts. 
Additional Financial Statement Disclosures 
27. Disclosure of the plan's accounting policies14 shall include 
the following: 
a. A description of the method(s) and significant assumptions 
used to determine the fair value of investments and the re-
ported value of contracts with insurance companies. 
12
 Actuarial experience gains or losses may be included with the effects of 
additional benefits accumulated rather than being separately disclosed. 
If the effects of changes in actuarial assumptions discussed in footnote 
11 cannot be separately disclosed, those effects shall be included in bene-
fits accumulated. 
13
 Due to the use of different actuarial assumptions, the amount paid by the 
plan to an insurance company may be different from the previous measure 
of the actuarial present value of the related accumulated plan benefits. That 
difference is an actuarial experience gain or loss (footnote 12). 
14
 See APB Opinion No. 22, Disclosure of Accounting Policies. 
-169 -
b. A description of the method and significant assumptions (for 
example, assumed rates of return, inflation rates, and retire-
ment ages) used to determine the actuarial present value of 
accumulated plan benefits. Any significant changes of method 
or assumptions between benefit information dates shall be 
described. 
28. The financial statements shall include the following additional 
disclosures, if applicable: 
a. A brief, general description of the plan agreement, including— 
but not limited to—vesting and benefit provisions.15 
b. A description of significant plan amendments adopted during 
the year ending on the latest benefit information date. If 
significant amendments were adopted between the latest bene-
fit information date and the plan's year-end, it shall be indi-
cated that the actuarial present value of accumulated plan 
benefits does not reflect those amendments. 
c. A brief, general description of (i) the priority order of par-
ticipants' claims to the assets of the plan upon plan termina-
tion and (ii) benefits guaranteed by the Pension Benefit Guar-
anty Corporation (PBGC), including a discussion of the appli-
cation of the PBGC guaranty to any recent plan amendment.16 
d. The funding policy and any changes in such policy during the 
plan year.17 For a contributory plan, the disclosure shall state 
15
 If a plan agreement or a description thereof providing this information 
is otherwise published and made available, the description required by para-
graph 28(a) may be omitted provided that reference to such other source 
is made. 
16
 If material providing this information is otherwise published and made 
available to participants, the descriptions required by paragraph 28(c) may 
be omitted provided that (a) reference to such other source is made and 
(b) disclosure similar to the following is made in the financial statements: 
"Should the plan terminate at some future time, its net assets generally 
will not be available on a pro rata basis to provide participants' benefits. 
Whether a particular participant's accumulated plan benefits will be paid 
depends on both the priority of those benefits and the level of benefits 
guaranteed by the PBGC at that time. Some benefits may be fully or 
partially provided for by the then existing assets and the PBGC guaranty 
while other benefits may not be provided for at all." 
17
 If significant costs of plan administration are being absorbed by the em-
ployees), that fact shall be disclosed. 
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the method of determining participants' contributions. Plans 
subject to ERISA shall disclose whether the minimum fund-
ing requirements of ERISA have been met. If a minimum 
funding waiver has been granted by the Internal Revenue 
Service (IRS) or if a request for a waiver is pending before 
the IRS, that fact shall be disclosed. 
e. The policy regarding the purchase of contracts with insurance 
companies that are excluded from plan assets. The plan's divi-
dend income for the year that is related to excluded contracts 
shall be disclosed, and for purposes of paragraph 15 may be 
netted against item (g). 
f. The federal income tax status of the plan, if a favorable letter 
of determination has not been obtained or maintained. 
g. Identification of investments that represent five percent or 
more of the net assets available for benefits. 
h. Significant real estate or other transactions in which the plan 
and any of the following parties are jointly involved: (i) the 
sponsor, (ii) the employer(s), or (iii) the employee organiza-
tion(s). 
i. Unusual or infrequent events or transactions occurring after 
the latest benefit information date but before issuance of the 
financial statements that might significantly affect the useful-
ness of the financial statements in an assessment of the plan's 
present and future ability to pay benefits. For example, a 
plan amendment adopted after the latest benefit information 
date that significantly increases future benefits that are attribut-
able to employees' service rendered before that date shall be 
disclosed. If reasonably determinable, the effects of such 
events or transactions shall be disclosed. If such effects are 
not quantified, the reasons why they are not reasonably 
determinable shall be disclosed. 
Use of Averages or Reasonable Approximations 
29. The Board recognizes that literal application of certain of 
the requirements of this Statement could require a degree of 
detail in recordkeeping and computation that might be unduly 
burdensome. Accordingly, the use of averages or other methods 
of approximation is appropriate, provided the results obtained 
are substantially the same as the results contemplated by this 
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Statement. Thus, rolling back to the beginning of the year or 
projecting to the end of the year detailed employee service-
related data as of a date within the year may be acceptable in 
approximating beginning- or end-of-year benefit information. 
The use of averages and other methods of approximation con-
sistent with recommended actuarial practice may be useful in 
conjunction with other provisions of this Statement, particularly 
when applied to plans sponsored by small employers. If par-
ticipants' individual historical salary data for plan years before 
the effective date of this Statement are not available, reasonable 
approximations thereof are acceptable. 
Effective Date and Transition 
30. This Statement shall be effective for plan years beginning 
after December 15, 1980, except that it shall be effective for plan 
years beginning after June 15, 1982 for plans that are sponsored 
by, and provide benefits for the employees of, one or more state 
or local governments.* Earlier application is encouraged. Ac-
counting changes adopted to conform to the provisions of this 
Statement shall be made retroactively. Financial statements of 
prior plan years are required to be restated to comply with the 
provisions of this Statement only if presented together with finan-
cial statements for plan years beginning after December 15, 1980. 
If accounting changes were necessary to conform to the pro-
visions of this Statement, that fact shall be disclosed when finan-
cial statements for the year in which this Statement is first applied 
are presented either alone or only with financial statements of 
prior years. 
The provisions of this Statement need 
not be applied to immaterial items. 
*[As amended by FASB Statement no. 59, Deferral of the Effective Date of 
Certain Accounting Requirements for Pension Plans of State and Local 
Governmental Units (April 1982). — Editor] 
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Illustration of Financial Statements: 
Defined Benefit Pension Plan 
This appendix illustrates certain applications of the require-
ments of this Statement that are applicable for the 1981 annual 
financial statements of a hypothetical plan, the C&H Company 
Pension Plan. It does not illustrate other requirements of this 
Statement that might be applicable in circumstances other than 
those assumed for the C&H Company Pension Plan. The 
formats presented and the wording of accompanying notes are 
only illustrative and do not necessarily reflect a preference of 
the Board. Further, the circumstances assumed for the C&H 
Company Pension Plan are designed to facilitate illustration of 
many of this Statement's requirements. Therefore, the notes to 
the illustrative financial statements probably are more extensive 
than would be expected for a typical plan. 
Included are illustrations of the following alternatives per-
mitted by paragraphs 6, 8, 25, and 26: 
a. An end-of-year vs. beginning-of-year benefit information date 
b. Separate vs. combined statements for presenting information 
regarding (a) the net assets available for benefits and the 
actuarial present value of accumulated plan benefits and (b) 
changes in the net assets available for benefits and changes in 
the actuarial present value of accumulated plan benefits 
c. A separate statement that reconciles the year-to-year change 
in the actuarial present value of accumulated plan benefits 
vs. presenting the effects of a change in actuarial assumptions 
on the face of the statement of accumulated plan benefits. 
Although not illustrated, paragraph 8 of this Statement permits 
the information regarding the actuarial present value of accumu-
lated plan benefits and changes therein to be presented as notes 
to the financial statements. 
Source: FASB Statement no. 35, Appendix D. 
Copyright © 1980 by Financial Accounting Standards Board. Reprinted with permission. 
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Exhibit D-1 
C&H COMPANY PENSION PLAN 
STATEMENT OF NET ASSETS AVAILABLE FOR BENEFITS 
December 31 
1981 
Assets 
Investments, at fair value (Notes B(l) and E) 
United States government securities $ 350,000 
Corporate bonds and debentures 3,500,000 
Common stock 
C&H Company 690,000 
Other 2,250,000 
Mortgages 480,000 
Real estate 270,000 
7,540,000 
Deposit administration contract, at 
contract value (Notes B(l) and F) 1,000,000 
Total investments 8,540,000 
Receivables 
Employees' contributions 40,000 
Securities sold 310,000 
Accrued interest and dividends 77,000 
427,000 Cash 200,000 
Total assets 9,167,000 
Liabilities 
Accounts payable 70,000 
Accrued expenses 85,000 
Total liabilities 155,000 
Net assets available for benefits $9,012,000 
The accompanying notes are an integral part of the financial state-
ments. 
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Exhibit D-2 
C&H COMPANY PENSION PLAN 
STATEMENT OF CHANGES IN NET ASSETS 
AVAILABLE FOR BENEFITS 
Year Ended 
December 31 
1981 
Investment income 
Net appreciation in fair value 
of investments (Note E) $ 207,000 
Interest 345,000 
Dividends 130,000 
Rents 55,000 
737,000 
Less investment expenses 39,000 
698,000 
Contributions (Note C) 
Employer 780.000 
Employees 450,000 
1,230,000 
Total additions 1,928,000 
Benefits paid directly to participants 740,000 
Purchases of annuity contracts (Note F) 257,000 
997,000 
Administrative expenses 65,000 
Total deductions 1,062,000 
Net increase 866,000 
Net assets available for benefits 
Beginning of year 8,146,000 
End of year $9,012,000 
The accompanying notes are an integral part of the financial state-
ments. 
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Exhibit D-3 
C&H COMPANY PENSION PLAN 
STATEMENT OF ACCUMULATED PLAN BENEFITS 
December 31 
1981 
Actuarial present value of accumulated 
plan benefits (Notes B(2) and C) 
Vested benefits 
Participants currently receiving payments $ 3,040,000 
Other participants 8,120,000 
11,160,000 
Nonvested benefits 2,720,000 
Total actuarial present value of 
accumulated plan benefits $13,880,000 
The accompanying notes are an integral part of the financial state-
ments. 
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Exhibit D-4 
C&H COMPANY PENSION PLAN 
STATEMENT OF CHANGES IN 
ACCUMULATED PLAN BENEFITS 
Year Ended 
December 31 
1981 
Actuarial present value of accumulated 
plan benefits at beginning of year $11,880,000 
Increase (decrease) during the 
year attributable to: 
Plan amendment (Note G) 2,410,000 
Change in actuarial assumptions (Note B(2)) (1,050,500) 
Benefits accumulated 895,000 
Increase for interest due to the decrease 
in the discount period (Note B(2)) 742,500 
Benefits paid (997,000) 
Net increase 2,000,000 
Actuarial present value of accumulated 
plan benefits at end of year $13,880,000 
The accompanying notes are an integral part of the financial state-
ments. 
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Exhibit D-5 
C&H COMPANY PENSION PLAN 
STATEMENT OF ACCUMULATED PLAN BENEFITS 
AND NET ASSETS AVAILABLE FOR BENEFITS 
[An alternative for Exhibits D-1 and D-3] 
Accumulated Plan Benefits (Notes B(2) and C) 
Actuarial present value of vested benefits 
Participants currently receiving payments 
Other participants 
Actuarial present value of nonvested benefits 
Total actuarial present value of accumulated plan benefits 
December 31 
1981 
$ 3,040,000 
8,120,000 
11,160,000 
2,720,000 
13,880,000 
Net Assets Available for Benefits 
Investments, at fair value (Note B(l) and E) 
United States government securities 
Corporate bonds and debentures 
Common stock 
C&H Company 
Other 
Mortgages 
Real estate 
Deposit administration contract, at 
contract value (Notes B(l) and F) 
Total investments 
Receivables 
Employees' contributions 
Securities sold 
Accrued interest and dividends 
Cash 
Total assets 
Accounts payable 
Accrued expenses 
Total liabilities 
Net assets available for benefits 
Excess of actuarial present value of accumulated plan 
benefits over net assets available for benefits 
350,000 
3,500,000 
690,000 
2,250,000 
480,000 
270,000 
7,540,000 
1,000,000 
8,540,000 
40,000 
310,000 
77,000 
427,000 
200,000 
9,167,000 
70,000 
85,000 
155,000 
9,012,000 
$ 4,868,000 
The accompanying notes are an integral part of the financial statements. 
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Exhibit D-6 
C&H COMPANY PENSION PLAN 
STATEMENT OF CHANGES IN ACCUMULATED PLAN 
BENEFITS AND NET ASSETS AVAILABLE FOR BENEFITS 
[An alternative for Exhibits D-2 and D-4] 
Year Ended 
December 31 
1981 
Net Increase in Actuarial Present Value 
of Accumulated Plan Benefits 
Increase (decrease) during the year attributable to: 
Plan amendment (Note G) $ 2,410,000 
Change in actuarial assumptions (Note B(2)) (1,050,500) 
Benefits accumulated 895,000 
Increase for interest due to the 
decrease in the discount period (Note B(2)) 742,500 
Benefits paid (997,000) 
Net increase 2,000,000 
Net Increase in Net Assets Available for Benefits 
Investment income 
Net appreciation in fair value of investments (Note E) 207,000 
Interest 345,000 
Dividends 130,000 
Rents 55,000 
737,000 
Less investment expenses 39,000 
698,000 Contributions (Note C) 
Employer 780,000 
Employees 450,000 
1,230,000 Total additions 1,928,000 
Benefits paid directly to participants 740,000 
Purchases of annuity contracts (Note F) 257,000 
997,000 
Administrative expenses 65,000 
Total deductions 1,062,000 
Net increase 866,000 
Increase in excess of actuarial present value of accumulated 
plan benefits over net assets available for benefits 1,134,000 
Excess of actuarial present value of accumulated plan 
benefits over net assets available for benefits 
Beginning of year 3,734,000 
End of year $ 4,868,000 
The accompanying notes are an integral part of the financial statements. 
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Exhibit D-7 
C&H COMPANY PENSION PLAN 
STATEMENT OF NET ASSETS AVAILABLE FOR BENEFITS 
[If a beginning-of-year benefit information date is selected] 
Assets 
Investments, at fair value 
(Notes B( l ) and E) 
United States government 
securities 
Corporate bonds and debentures 
Common stock 
C&H Company 
Other 
Mortgages 
Real estate 
Deposit administration contract, 
at contract value (Notes B(l) and F) 
Total investments 
Receivables 
Employees' contributions 
Securities sold 
Accrued interest and dividends 
Cash 
Total assets 
Liabilities 
Accounts payable 
Securities purchased 
Other 
Accrued expenses 
Total liabilities 
Net assets available for benefits 
December 31 
1981 
$ 350,000 
3,500,000 
690,000 
2,250,000 
480,000 
270,000 
7,540,000 
1,000,000 
8,540,000 
40,000 
310,000 
77,000 
427,000 
200,000 
9,167,000 
— 
70,000 
70,000 
85,000 
155,000 
$9,012,000 
1980 
$ 270,000 
3,670,000 
880,000 
1,860,000 
460,000 
240,000 
7,380,000 
890,000 
8,270,000 
35,000 
175,000 
76,000 
286,000 
90,000 
8,646,000 
400,000 
60,000 
460,000 
40,000 
500,000 
$8,146,000 
The accompanying notes are an integral part of the financial state-
ments. 
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Exhibit D-8 
C&H COMPANY PENSION PLAN 
STATEMENT OF CHANGES IN NET ASSETS 
AVAILABLE FOR BENEFITS 
[If a beginning-of-year benefit information date is selected] 
Year Ended December 31 
Investment income 
Net appreciation (depreciation) in 
fair value of investments (Note E) 
Interest 
Dividends 
Rents 
1981 
$ 207,000 
345,000 
130,000 
55,000 
1980 
$ (72,000) 
320,000 
110,000 
43,000 
737,000 401,000 
Less investment expenses 39,000 35,000 
698,000 366,000 
Contributions (Note C) 
Employer 780,000 710,000 
Employees 450,000 430,000 
1,230,000 1,140,000 
Total additions 1,928,000 1,506,000 
Benefits paid directly to participants 740,000 561,000 
Purchases of annuity contracts (Note F) 257,000 185,000 
997,000 746,000 
Administrative expenses 65,000 58,000 
Total deductions 1,062,000 804,000 
Net increase 866,000 702,000 
Net assets available for benefits 
Beginning of year 8,146,000 7,444,000 
End of year $9,012,000 $8,146,000 
The accompanying notes are an integral part of the financial state-
ments. 
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Exhibit D-9 
C&H COMPANY PENSION PLAN 
STATEMENT OF ACCUMULATED PLAN BENEFITS 
[If a beginning-of-year benefit information date is selected] 
December 31 
1980 
Actuarial present value of accumulated 
plan benefits (Notes B(2) and C) 
Vested benefits 
Participants currently receiving payments $ 2,950,000 
Other participants 6,530,000 
9,480,000 
Nonvested benefits 2,400,000 
Total actuarial present value of 
accumulated plan benefits $11,880,000 
At December 31, 1979, the total actuarial present value of accumu-
lated plan benefits was $10,544,000. During 1980, the actuarial 
present value of accumulated plan benefits increased $700,000 as 
a result of a change in actuarial assumptions (Note B(2)). Also 
see Note G. 
The accompanying notes are an integral part of the financial state-
ments. ents. 
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C&H COMPANY PENSION PLAN 
NOTES TO FINANCIAL STATEMENTS46 
A. Description of Plan 
The following brief description of the C&H Company Pension 
Plan (Plan) is provided for general information purposes only. 
Participants should refer to the Plan agreement for more com-
plete information. 
1. General. The Plan is a defined benefit pension plan cover-
ing substantially all employees of C&H Company (Com-
pany). It is subject to the provisions of the Employee 
Retirement Income Security Act of 1974 (ERISA). 
2. Pension Benefits. Employees with 10 or more years of 
service are entitled to annual pension benefits beginning at 
normal retirement age (65) equal to 1½ % of their final 
5-year average annual compensation for each year of 
service. The Plan permits early retirement at ages 55-64. 
Employees may elect to receive their pension benefits in the 
form of a joint and survivor annuity. If employees terminate 
before rendering 10 years of service, they forfeit the right 
to receive the portion of their accumulated plan benefits 
attributable to the Company's contributions. Employees 
may elect to receive the value of their accumulated plan 
benefits as a lump-sum distribution upon retirement or 
termination, or they may elect to receive their benefits as a 
life annuity payable monthly from retirement. For each 
employee electing a life annuity, payments will not be less 
than the greater of (a) the employee's accumulated contri-
butions plus interest or (b) an annuity for five years. 
3. Death and Disability Benefits. If an active employee dies 
at age 55 or older, a death benefit equal to the value of 
the employee's accumulated pension benefits is paid to 
the employee's beneficiary. Active employees who become 
46
 The notes are for the accompanying illustrative financial statements that 
use an end-of-year benefit information date. Modifications necessary to 
accompany the illustrative financial statements that use a beginning-of-year 
benefit information date are presented in brackets. 
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totally disabled receive annual disability benefits that are 
equal to the normal retirement benefits they have accumu-
lated as of the time they become disabled. Disability bene-
fits are paid until normal retirement age at which time dis-
abled participants begin receiving normal retirement bene-
fits computed as though they had been employed to normal 
retirement age with their annual compensation remaining 
the same as at the time they became disabled. 
B. Summary of Accounting Policies 
The following are the significant accounting policies followed 
by the Plan: 
1. Valuation of Investments. If available, quoted market 
prices are used to value investments. The amounts shown 
in Note E for securities that have no quoted market price 
represent estimated fair value. Many factors are considered 
in arriving at that fair value. In general, however, corporate 
bonds are valued based on yields currently available on 
comparable securities of issuers with similar credit ratings. 
Investments in certain restricted common stocks are valued 
at the quoted market price of the issuer's unrestricted com-
mon stock less an appropriate discount. If a quoted 
market price for unrestricted common stock of the issuer 
is not available, restricted common stocks are valued at a 
multiple of current earnings less an appropriate discount. 
The multiple chosen is consistent with multiples of similar 
companies based on current market prices. 
Mortgages have been valued on the basis of their future 
principal and interest payments discounted at prevailing 
interest rates for similar instruments. The fair value of real 
estate investments, principally rental property subject to 
long-term net leases, has been estimated on the basis of 
future rental receipts and estimated residual values dis-
counted at interest rates commensurate with the risks 
involved. 
The Plan's deposit administration contract with the Na-
tional Insurance Company (National) (Note F) is valued 
at contract value. Contract value represents contributions 
made under the contract, plus interest at the contract rate, 
- 1 8 5 -
less funds used to purchase annuities and pay administra-
tion expenses charged by National. Funds under the con-
tract that have been allocated and applied to purchase 
annuities (that is, National is obligated to pay the related 
pension benefits) are excluded from the Plan's assets. 
2. Actuarial Present Value of Accumulated Plan Benefits. Ac-
cumulated plan benefits are those future periodic payments, 
including lump-sum distributions, that are attributable under 
the Plan's provisions to the service employees have ren-
dered. Accumulated plan benefits include benefits expected 
to be paid to (a) retired or terminated employees or their 
beneficiaries, (b) beneficiaries of employees who have died, 
and (c) present employees or their beneficiaries. Benefits 
under the Plan are based on employees' compensation dur-
ing their last five years of credited service. The accumulated 
plan benefits for active employees are based on their 
average compensation during the five years ending on 
the date as of which the benefit information is presented 
(the valuation date). Benefits payable under all circum-
stances—retirement, death, disability, and termination of 
employment—are included, to the extent they are deemed 
attributable to employee service rendered to the valuation 
date. Benefits to be provided via annuity contracts ex-
cluded from plan assets are excluded from accumulated 
plan benefits. 
The actuarial present value of accumulated plan benefits 
is determined by an actuary from the AAA Company 
and is that amount that results from applying actuarial 
assumptions to adjust the accumulated plan benefits to re-
flect the time value of money (through discounts for interest) 
and the probability of payment (by means of decrements 
such as for death, disability, withdrawal, or retirement) be-
tween the valuation date and the expected date of payment. 
The significant actuarial assumptions used in the valuations 
as of December 31, 1981 [1980] and December 31, 1980 
[1979] were (a) life expectancy of participants (the 1971 
Group Annuity Mortality Table was used), (b) retirement 
age assumptions (the assumed average retirement age was 
60), and (c) investment return. The 1981 [1980] and 1980 
[1979] valuations included assumed average rates of return 
- 1 8 6 -
of 7% [6.25%] and 6.25% [6.75%], respectively, includ-
ing a reduction of .2% to reflect anticipated administrative 
expenses associated with providing benefits. The foregoing 
actuarial assumptions are based on the presumption that 
the Plan will continue. Were the Plan to terminate, differ-
ent actuarial assumptions and other factors might be appli-
cable in determining the actuarial present value of accu-
mulated plan benefits. 
C. Funding Policy 
As a condition of participation, employees are required to 
contribute 3% of their salary to the Plan. Present employees' 
accumulated contributions at December 31, 1981 [1980] were 
$2,575,000 [$2,325,000], including interest credited at an 
interest rate of 5% compounded annually. The Company's 
funding policy is to make annual contributions to the Plan 
in amounts that are estimated to remain a constant per-
centage of employees' compensation each year (approximately 
5% for 1981 [and 1980]), such that, when combined with 
employees' contributions, all employees' benefits will be 
fully provided for by the time they retire. Beginning in 1982, 
the Company's contribution is expected to increase to approxi-
mately 6% to provide for the increase in benefits attributable to 
the Plan amendment effective July 1, 1981 (Note G). The 
Company's contributions for 1981 [and 1980] exceeded the 
minimum funding requirements of ERISA. 
Although it has not expressed any intention to do so, the 
Company has the right under the Plan to discontinue its contri-
butions at any time and to terminate the Plan subject to the 
provisions set forth in ERISA. 
D. Plan Termination 
In the event the Plan terminates, the net assets of the Plan 
will be allocated, as prescribed by ERISA and its related 
regulations, generally to provide the following benefits in the 
order indicated: 
a. Benefits attributable to employee contributions, taking into 
account those paid out before termination. 
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b. Annuity benefits former employees or their beneficiaries 
have been receiving for at least three years, or that em-
ployees eligible to retire for that three-year period would 
have been receiving if they had retired with benefits in the 
normal form of annuity under the Plan. The priority 
amount is limited to the lowest benefit that was payable (or 
would have been payable) during those three years. The 
amount is further limited to the lowest benefit that would 
be payable under plan provisions in effect at any time 
during the five years preceding plan termination. 
c. Other vested benefits insured by the Pension Benefit Guar-
anty Corporation (PBGC) (a U.S. governmental agency) 
up to the applicable limitations (discussed below). 
d. All other vested benefits (that is, vested benefits not insured 
by the PBGC). 
e. All nonvested benefits. 
Benefits to be provided via contracts under which National 
(Note F) is obligated to pay the benefits would be excluded 
for allocation purposes. 
Certain benefits under the Plan are insured by the PBGC 
if the Plan terminates. Generally, the PBGC guarantees most 
vested normal age retirement benefits, early retirement benefits, 
and certain disability and survivor's pensions. However, the 
PBGC does not guarantee all types of benefits under the Plan, 
and the amount of benefit protection is subject to certain 
limitations. Vested benefits under the Plan are guaranteed at 
the level in effect on the date of the Plan's termination. How-
ever, there is a statutory ceiling on the amount of an individ-
ual's monthly benefit that the PBGC guarantees. For plan 
terminations occurring during 1981 and 1980, that ceiling 
which is adjusted periodically was $X,XXX.XX and $1,159.09 
per month, respectively. That ceiling applies to those pension-
ers who elect to receive their benefits in the form of a single-
life annuity and are at least 65 years old at the time of retire-
ment or plan termination (whichever comes later). For younger 
annuitants or for those who elect to receive their benefits in 
some form more valuable than a single-life annuity, the corre-
sponding ceilings are actuarially adjusted downward. Benefit 
improvements attributable to the Plan amendment effective 
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July 1, 1981 (Note G) may not be fully guaranteed even 
though total benefit entitlements fall below the aforementioned 
ceilings. For example, none of the improvement would be 
guaranteed if the plan were to terminate before July 1, 1982. 
After that date, the PBGC would guarantee 20% of any benefit 
improvements that resulted in benefits below the ceiling, with 
an additional 20% guaranteed each year the plan continued 
beyond July 1, 1982. If the amount of the benefit increase 
below the ceiling is also less than $100, $20 of the increase 
(rather than 20%) becomes guaranteed by the PBGC each 
year following the effective date of the amendment. As a 
result, only the primary ceiling would be applicable after 
July 1, 1986. 
Whether all participants receive their benefits should the 
Plan terminate at some future time will depend on the suffi-
ciency, at that time, of the Plan's net assets to provide those 
benefits and may also depend on the level of benefits guaranteed 
by the PBGC. 
E. Investments Other Than Contract with Insurance Company 
Except for its deposit administration contract (Note F), the 
Plan's investments are held by a bank-administered trust fund. 
The following table presents the fair values of those invest-
ments. Investments that represent 5% or more of the Plan's 
net assets are separately identified. 
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During 1981 [and 1980], the Plan's investments (including 
investments bought, sold, as well as held during the year) ap-
preciated [(depreciated)] in value by $207,000 [and ($72,000), 
respectively], as follows: 
Net Appreciation (Depreciation) in Fair Value 
Year Ended 
December 31 
1981 
Investments at Fair Value as 
Determined by Quoted Market Price 
United States government 
securities $ (10,000) 
Corporate bonds and debentures (125,000) 
Common stocks 228,000 
93,000 
Investments at Estimated Fair Value 
Corporate bonds and debentures (11,000) 
Common stocks 100,000 
Mortgages (5,000) 
Real estate 30,000 
114,000 
$ 207,000 
Year Ended 
December 31 
1980 
$ 8,000 
50,000 
(104,000) 
(46,000) 
9,000 
(49,000) 
4,000 
10,000 
(26,000) 
(72,000) 
F. Contract with Insurance Company 
In 1978, the Company entered into a deposit administration 
contract with the National Insurance Company under which 
the Plan deposits a minimum of $100,000 a year. National 
maintains the contributions in an unallocated fund to which 
it adds interest at a rate of 8%. The interest rate is guar-
anteed through 1983 but is subject to change for each suc-
ceeding five-year period. When changed, the new rate applies 
only to funds deposited from the date of change. At the 
direction of the Plan's administrator, a single premium to 
buy an annuity for a retiring employee is withdrawn by 
National from the unallocated fund. Purchased annuities are 
contracts under which National is obligated to pay benefits 
to named employees or their beneficiaries. The premium 
rates for such annuities to be purchased in the future and 
maximum administration expense charges against the fund are 
also guaranteed by National on a five-year basis. The annuity 
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contracts provide for periodic dividends at National's discretion 
on the basis of its experience under the contracts. Such div-
idends received by the Plan for the year[s] ended December 31, 
1981 [and 1980] were $25,000 [and $24,000, respectively). 
In reporting changes in net assets, those dividends have been 
netted against amounts paid to National for the purchase of 
annuity contracts. 
G. Plan Amendment 
Effective July 1, 1981, the Plan was amended to increase future 
annual pension benefits from 1¼ % to 1½% of final 5-year 
average annual compensation for each year of service, includ-
ing service rendered before the effective date. The retro-
active effect of the Plan amendment, an increase in the actu-
arial present value of accumulated plan benefits of $2,410,000, 
was accounted for in the year ended December 31, 1981. 
[The actuarial present values of accumulated plan benefits at 
December 31, 1980 and December 31, 1979 do not reflect the 
effect of that Plan amendment. The Plan's actuary estimates 
that the amendment's retroactive effect on the actuarial present 
value of accumulated plan benefits at December 31, 1980 was 
an increase of approximately $1,750,000, of which approxi-
mately $1,300,000 represents an increase in vested benefits.] 
H. Accounting Changes 
In 1981, the Plan changed its method of accounting and re-
porting to comply with the provisions of Statement of Finan-
cial Accounting Standards No. 35 issued by the Financial Ac-
counting Standards Board. Previously reported financial infor-
mation pertaining to 1980 [and 1979] has been restated to 
present that information on a comparable basis. 
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APPENDIX E 
ILLUSTRATION OF FINANCIAL STATEMENTS: DEFINED CONTRIBUTION PLAN 
E.l This appendix illustrates certain applications of the provisions of 
chapter 3 that apply for the 19X1 annual financial statements of a 
hypothetical plan, the XYZ Company Profit-Sharing Plan. It does not 
illustrate other provisions of chapter 3 that might apply in circumstances 
other than those assumed in this example. The formats presented and the 
wording of accompanying notes are only illustrative and are not necessarily 
the only possible presentations. For purposes of illustration, only single-
year financial statements are shown. 
XYZ Company Profit-Sharing Plan 
Statement of Net Assets Available for Benefits 
December 31 
19X1 
Assets 
Investments, at fair value (Notes B and C) $ 455,000 
U.S. government securities 3,900,000 
Corporate bonds and debentures 3,822,000 
Common stock 8,177,000 
Deposit with insurance company, at contract value 
(Note D) 1.000.000 
Total investments 9.177.000 
Receivables 
Employer's contribution 14,000 
Participants' contributions 52,000 
Due from broker for securities sold 403,000 
Accrued interest and dividends 77,000 
546.000 
Cash 280,000 
Total assets 10,003,000 
Liabilities 
Accounts payable 10,000 
Accrued expenses 100,000 
Due to broker for securities purchased 75,000 
Total liabilities 185,000 
Net assets available for benefits $ 9,818,000 
The accompanying notes are an integral part of these financial statements. 
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XYZ Company Profit-Sharing Plan 
Statement of Changes in Net Assets Available for Benefits 
Year Ended 
December 31 
19X1 
Additions to net assets attributed to: 
Investment income 
Net appreciation in fair value of investments (Note C) $ 269,000 
Interest 449,000 
Dividends 165,000 
883,000 
Less investment expenses (50,000) 
833.000 
Contributions 
Employer 1,014,000 
Participants 585.000 
1,599,000 
Total additions 2.432.000 
Deductions from net assets attributed to: 
Benefits paid to participants 1,050,000 
Administrative expenses 105.000 
Total deductions 1.155.000 
Net increase 1,277,000 
Net assets available for benefits 
Beginning of year 8,541,000 
End of year $ 9,818,000 
The accompanying notes are an integral part of these financial statements. 
XYZ Company Profit-Sharing Plan 
Notes to Financial Statements 
Description of Plan 
The following description of the XYZ Company (Company) Profit-Sharing 
Plan (Plan) provides only general information. Participants should 
refer to the Plan agreement for a more complete description of the 
Plan's provisions. 
1. General. The Plan is a defined contribution plan covering all 
full-time employees of the Company who have one year of service 
and are age twenty-one or older. It is subject to the provisions 
of the Employee Retirement Income Security Act of 1974 (ERISA). 
2. Contributions. Each year, the Company contributes to the Plan 10 
percent of its current profits before pension and profit-sharing 
costs and income taxes. Additional amounts may be contributed at 
the option of the Company's board of directors. Participants may 
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contribute up to 10 percent of their annual wages before bonuses 
and overtime. 
3. Participant Accounts. Each participant's account is credited with 
the participant's contribution and allocation of (a) the Company's 
contribution, (b) Plan earnings, and (c) forfeitures of terminated 
participants' nonvested accounts. Allocations are based on 
participant earnings or account balances, as defined. The benefit 
to which a participant is entitled is the benefit that can be 
provided from the participant's account. 
4. Vesting. Participants are immediately vested in their voluntary 
contributions plus actual earnings thereon. Vesting in the 
remainder of their accounts is based on years of continuous 
service. A participant is 100 percent vested after five years of 
credited service. 
5. : Payment of Benefits. On termination of service, a participant may 
elect to receive either a lump-sum amount equal to the value of 
his or her account, or annual installments over a ten-year period. 
Summary of Accounting Policies 
If available, quoted market prices are used to value investments. The 
amounts shown in Note C for securities that have no quoted market price 
represent estimated fair value. Many factors are considered in arriving 
at fair value. In general, however, corporate bonds are valued based on 
yields currently available on comparable securities of issuers with 
similar credit ratings. Investments in certain restricted common stocks 
are valued at the quoted market price of the issuer's unrestricted 
common stock less an appropriate discount. If a quoted market price for 
unrestricted common stock of the issuer is not available, restricted 
common stocks are valued at a multiple of current earnings less an 
appropriate discount. The multiple chosen is consistent with multiples 
of similar companies based on current market prices. 
Investments 
Except for its deposit with an insurance company (Note D), the Plan's 
investments are held by a bank-administered trust fund. The following 
table presents the fair values of investments. Investments that 
represent 5 percent or more of the Plan's net assets are separately 
identified. 
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Fair Value of Investments 
December 31. 19X1 
Number of 
Shares or 
Principal 
Amount Fair Value 
Investments at Fair Value as 
Determined by Quoted Market Price 
U.S. government securities $ 455,000 
Corporate bonds and debentures $1,000,000 875,000 
National Auto 7% bonds due 2000 2,775,000 
Other 
Common Stocks 
Bizco Corporation 100,000 950,000 
Other 2,497,000 
7,552,000 
Investments at Estimated Fair Value 
Corporate bonds 250,000 
Common stocks 375 .000 
625,000 
Total investments at fair value $ 8,177,000 
During 19X1, the Plan's investments (including investments bought, sold, and 
held during the year) appreciated in value by $269,000 as follows: 
Net Change in Fair Value 
Year Ended 
December 31 
19X1 
Investments at Fair Value as Determined by Quoted 
Market Price 
U.S. government securities $ (15,000) 
Corporate bonds and debentures (175,000) 
Common stocks 439.000 
249,000 
Investments at Estimated Fair Value 
Corporate bonds and debentures (5,000) 
Common stocks 25.000 
20,000 
Net change in fair value $ 269,000 
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D. Deposit With Insurance Company 
In 19X0, the Plan entered into a deposit contract with the National 
Insurance Company (National). National maintains the contributions in a 
pooled account. The account is credited with actual earnings on the 
underlying investments (principally bank certificates of deposit) and 
charged for plan withdrawals and administration expenses charged by 
National. The contract is included in the financial statements at the 
December 31, 19X1 contract value as reported to the Plan by National. 
E. Plan Termination 
Although it has not expressed any intent to do so, the Company has the 
right under the Plan to discontinue its contributions at any time and to 
terminate the Plan subject to the provisions of ERISA. In the event of 
plan termination, participants will become 100 percent vested in their 
accounts. 
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APPENDIX F 
Illustrations of 
Financial Statements: 
Employee Health and Welfare 
Benefit Plan and 
Vacation Benefit Plan 
This appendix illustrates certain applications of the provisions of chapter 
4 that apply for the annual financial statements of a hypothetical self-
insured health and welfare benefit plan, the Bizco Corporation Employee 
Health and Welfare Benefit Plan, and a hypothetical vacation benefit 
plan, the UAGW Vacation Benefit Plan. It does not illustrate other pro-
visions of chapter 4 that might apply in circumstances other than those 
assumed in these examples. The format presented and the wording of 
accompanying notes are only illustrative and are not necessarily the only 
possible presentations. For purposes of illustration, only single-year fi-
nancial statements are shown. 
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Employee Health and Welfare Benefit Plan 
Bizco Corporation Employee Health and Welfare Benefit Plan 
Statement of Net Assets 
December 31 
19X1 
Assets 
Investments, at fair value (Notes B and D) 
U.S. government securities 
Corporate bonds and debentures 
Common stock 
Total investments 
Receivables 
Employer's contributions (Note A) 
Employees' contributions (less allowance for doubtful 
accounts of $4,000) 
Accrued interest and dividends 
Due from broker for securities sold 
Cash 
Total assets 
Liabilities 
Health claims payable 
Estimated health claims incurred but not reported 
Estimated future benefits based on participant's 
accumulated eligibility (Note A) 
Estimated future benefits to retired participants 
Estimated future death benefits 
Due to broker for securities purchased 
Other liabilities 
Total liabilities 
Net assets 
$1,171,000 
360,000 
219,000 
1,750,000 
562,000 
138,000 
25,000 
31,000 
756,000 
58,000 
2,564,000 
402,000 
182,000 
592,000 
385,000 
315,000 
35,000 
38,000 
1,949,000 
$ 615,000 
The accompanying notes are an integral part of these financial statements. 
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Bizco Corporation Employee Health and Welfare Benefit Plan 
Statement of Changes in Net Assets 
Additions to plan assets attributed to: 
Investment income 
Net appreciation in fair value of investments 
(Note D) 
Interest 
Dividends 
Year Ended 
December 31 
19X1 
$ 12,000 
165,000 
7,000 
184,000 
Less investment expenses (11,000) 
173,000 
Employer's contributions (Notes A and C) 2,320,000 
Employees' contributions 833,000 
Total additions 3,326,000 
Deductions from plan assets attributed to 
Payments for— 
Health claims 2,683,000 
Retired participants' benefits 173,000 
Death benefits 112,000 
2,968,000 
Additions to liabilities for— 
Health claims (Note C) 134,000 
Participants' accumulated eligibility 75,000 
Future benefits to retired participants 29,000 
Death benefits 12,000 
Administrative expenses 166,000 
Total deductions 3,384,000 
Net decrease (58,000) 
Net assets 
Beginning of year 673,000 
End of year $615,000 
The accompanying notes are an integral part of these financial statements. 
Bizco Corporation Employee Health and Welfare Benefit Plan 
Notes to Financial Statements 
A. Description of the Plan 
The following description of the Bizco Corporation (Corporation) 
Employee Health and Welfare Benefit Plan (Plan) provides only gen-
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eral information. Participants should refer to the Plan agreement for 
a more complete description of the Plan's provisions. 
1. General. The Plan provides health and death benefits covering 
substantially all employees of the Corporation. It is subject to the 
provisions of the Employee Retirement Income Security Act of 
1974 (ERISA). 
2. Benefits. The Plan provides health benefits (hospital, surgical, 
major medical, and long-term disability) covering full-time em-
ployees of the Corporation with 1000 hours of service each year. 
The Plan also provides health benefits to certain active and retired 
employees if they have accumulated in the current year or prior 
years credit amounts (expressed in hours) in excess of hours re-
quired for current coverage. Accumulated eligibility credits equal 
to approximately one year's coverage may be carried forward, and 
any credits in excess of approximately one year's coverage are 
converted into specified amounts of paid-up death benefits. 
3. Contributions. The Plan agreement provides that the Corporation 
make quarterly contributions to the Plan of a specified amount for 
each hour worked (approximately x cents per hour in 19X1) to 
provide benefits for employees. The employer's contribution rate 
is determined annually by the Plan's actuary. Beginning in 19X2, 
the Corporation's contribution is expected to increase approxi-
mately 7 percent (to y cents per hour) to provide for the increase 
in benefits attributable to the Plan amendment effective July 1, 
19X1 (Note C). An employee may contribute specified amounts, 
determined annually by the Plan's actuary, to extend coverage to 
eligible dependents of the employee. 
B. Summary of Accounting Policies 
1. Valuation of Investments. If available, quoted market prices are 
used to value investments. The amounts shown in Note D for 
securities that have no quoted market price represent estimated 
fair value. Many factors are considered in arriving at fair value. 
In general, however, corporate bonds are valued based on yields 
currently available on comparable securities of issuers with similar 
credit ratings. Investments in certain restricted common stocks 
are valued at the quoted market price of the issuer's unrestricted 
common stock less an appropriate discount. If a quoted market 
price for unrestricted common stock of the issuer is not available, 
restricted common stocks are valued at a multiple of current earn-
ings less an appropriate discount. The multiple chosen is consist-
ent with multiples of similar companies based on current market 
prices. 
2. Plan Benefits. Plan liabilities for health claims incurred but not 
reported, future benefits to retired participants and accumulated 
eligibility of participants as of December 31, 19X1, are estimated 
by the plan's actuary in accordance with accepted actuarial prin-
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ciples. The liability for death benefits has been determined by the 
application of the unit risk rates computed in accordance with 
actuarial principles and discounted to present value assuming an 
average investment return rate of 7.5 percent. 
C. Plan Amendment 
Effective July 1, 19X1, the Plan was amended to increase major 
medical coverage from 60 to 75 percent of costs after $100 deductible. 
The Plan's actuary estimates that the amendment has resulted in an 
increase in health benefits payable under the Plan of $115,000 in 
19X1, and that the amendment will result in an increase of 7 percent 
in the Corporations contribution in 19X2. 
D. Investments 
The Plans investments are held by a bank-administered trust fund. 
The following table presents the fair values of investments. Invest-
ments that represent 5 percent or more of total plan assets are sep-
arately identified. 
Fair Value of Investments 
December 31, 19X1 
Numbers of 
Shares or 
Principal 
Amount Fair Value 
$1,171,000 
$200,000 172,000 
74,000 
2,000 30,500 
110,000 
1,557,500 
Investments at Estimated 
Fair Value 
Corporate bonds $150,000 
Common stocks 
Total investments at fair value 
Investments at Fair Value as Determined by 
Quoted Market Price 
U.S. government securities 
Corporate bonds and debentures 
Commonwealth Power 9% bonds 
due 19X4 
Other 
Common stocks 
Bizco Corporation 
Other 
114,000 
78,500 
192,500 
$1,750,000 
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During 19X1, the Plan's investments (including investments bought, 
sold, and held during the year) appreciated in value by $12,000 as 
follows: 
Net Appreciation (Depreciation) in Fair Value 
Year Ended 
December 31 
19X1 
Investments at Fair Value as 
Determined by Quoted Market Price 
U.S. government securities ($15,000) 
Corporate bonds and debentures ( 7,000) 
Common stocks 31,000 
9,000 
Investments at Estimated 
Fair Value 
Corporate bonds (2,000) 
Common stocks 5,000 
3,000 
Net appreciation in fair value $12,000 
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Vacation Benefit Plan 
UAGW Vacation Benefit Plan 
Statement of Net Assets 
Assets 
Investments, at fair value (Notes B and C) 
U.S. government securities 
Certificates of deposit 
Total investments 
Receivables 
Employers' contributions (Note A) 
Accrued interest 
Cash 
Total assets 
Liabilities 
Accounts payable 
Vacation benefits payable 
19X0 and prior plan years 
19X1 plan year 
19X2 plan year 
Total vacation benefits payable 
Total liabilities 
Net assets 
December 31 
19X2 
$ 850,000 
650,000 
1,500,000 
152,000 
9,000 
161,000 
26,000 
1,687,000 
17,000 
25,000 
31,000 
1,600,000 
1,656,000 
1,673,000 
$ 14,000 
The accompanying notes are an integral part of these financial statements. 
-204-
UAGW Vacation Benefit Plan 
Statement of Changes in Net Assets 
Additions to net assets attributed to: 
Investment income 
Net appreciation in fair value of investments (Note C) 
Interest 
Less investment expenses 
Employers' contributions 
Total additions 
Deductions from net assets attributed to: 
Payments for vacation benefits for— 
19X0 and earlier plan years 
19X1 plan year 
19X2 plan year 
Net additions to total liability for vacation benefits 
Administrative expenses 
Total deductions 
Net decrease 
Net assets 
Beginning of year 
End of year 
Year Ended 
December 31 
19X2 
$ 6,000 
113,000 
(8,000) 
111,000 
2,145,000 
2,256,000 
37,000 
1,427,000 
624,000 
2,088,000 
103,000 
85,000 
2,276,000 
(20,000) 
34,000 
$14,000 
The accompanying notes are an integral part of these financial statements. 
UAGW Vacation Benefit Plan 
Notes to Financial Statements 
A. Description of the Plan 
The following description of the UAGW Vacation Benefit Plan (Plan) 
provides only general information. Participants should refer to the 
Plan agreement for a more complete description of the Plan's pro-
visions. 
1. General. The Plan was formed under an agreement between the 
Contractors' Association and the UAGW labor union (Union). The 
Plan covers all members of the Union employed under the terms 
of the collective bargaining agreement with the members of the 
Contractors' Association. 
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2. Contributions and Benefits. Employers contribute to the Plan x 
cents for each hour worked by Plan participants. The amount 
accumulated in each participant's vacation account as of September 
30 of each year is paid on or after December 1 to the participant 
unless the participant elects to hold the amount in the vacation 
account. Benefits unclaimed after seven years revert to the Plan. 
3. Investment Income. Investment income in the Plan is used pri-
marily to pay the Plan's administrative expenses. Excess of in-
vestment income over administrative expenses may be carried 
forward to later years or distributed to participants on a pro rata 
basis at the discretion of the trustees. 
B. Summary of Accounting Policies 
1. Valuation of Investments. Investments are valued at fair value as 
of December 31, 19X2. If available, quoted market prices are used 
to value investments. Such investments are valued at the mean 
of bid and asked prices as obtained from one or more market 
makers in those securities. The amounts shown in Note C for 
investments that have no quoted market price represent estimated 
fair value, which is determined based on yields equivalent for 
such securities or for securities of comparable maturity, quality, 
and type as obtained from market makers. Gains and losses on 
investments that were both bought and sold during the year are 
included in net appreciation in fair value. 
2. Contributions. Employers' contributions receivable represents 
amounts due as of December 31, 19X2, under terms of the col-
lective bargaining agreement. The amount shown is net of $3,000 
estimated to be uncollectible. 
C. Investments 
The Plan's investments consist of U.S. Treasury bills, other obliga-
tions issued or guaranteed by the U.S. government or its agencies, 
and bank certificates of deposit. The Plan's investments are held by 
a bank-administered trust. The following table presents the fair value 
of investments. Investments that represent 5 percent or more of total 
plan assets are separately identified. 
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Fair Value of Investments 
December 31, 19X2 
Investments at Fair Value as 
Determined by Quoted Market Price 
U.S. government securities 
U.S. Treasury notes, 8.1%, 
Feb. 15, 19X3 
Other various 
Investments at Estimated 
Fair Value 
Negotiable bank certificates of deposit 
Bakers Trust, 8.4%, Jan. 22, 19X3 
Mechanical Bank, 9.8%, 
Feb. 14, 19X3 
Zitibank, N.A., 10.2%, March 1, 19X3 
Other various 
Total investments at fair value 
Principal 
Amount 
$250,000 
617,000 
200,000 
200,000 
200,000 
48,000 
Fair Value 
$ 248,000 
602,000 
850,000 
200,000 
201,000 
201,000 
48,000 
650,000 
$1,500,000 
During 19X2 the Plan's investments (including investments bought, 
sold, and held during the year) appreciated in value by $6,000 as 
follows: 
Net Appreciation (Depreciation) in Fair Value 
Investments at Fair Value as 
Determined by Quoted Market Prices 
U.S. government securities 
Investments at Estimated 
Fair Value 
Negotiable bank certificates of deposit 
Net appreciation in fair value 
Year Ended 
December 31 
19X2 
$8,000 
(2,000) 
$6,000 
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GLOSSARY 
This appendix defines certain terms, acronyms, and phrases 
used for convenience in this Statement. 
Accumulated plan benefits 
Benefits that are attributable under the provisions of a pen-
sion plan to employees' service rendered to the benefit in-
formation date. 
Act 
The Employee Retirement Income Security Act of 1974. 
Actuarial asset value 
A value assigned by an actuary to the assets of a plan gen-
erally for use in conjunction with an actuarial cost method. 
Actuarial cost method 
A recognized actuarial technique used for establishing the 
amount and incidence of employer contributions or account-
ing charges for pension cost under a pension plan. 
Actuarial present value of accumulated plan benefits 
The amount as of a benefit information date that results from 
applying actuarial assumptions to the benefit amounts deter-
mined pursuant to paragraphs 16-18 of this Statement (that is, 
the accumulated plan benefits), with the actuarial assump-
tions being used to adjust those amounts to reflect the time 
value of money (through discounts for interest) and the prob-
ability of payment (by means of decrements such as for death, 
disability, withdrawal, or retirement) between the benefit 
information date and the expected date of payment. 
Allocated contract 
A contract with an insurance company under which related 
payments to the insurance company are currently used to 
purchase immediate or deferred annuities for individual 
participants. 
Source: FASB Statement no. 35, Appendix C. 
Copyright © 1980 by Financial Accounting Standards Board. Reprinted with permission. 
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Benefit information 
The actuarial present value of accumulated plan benefits. 
Benefit information date 
The date as of which the actuarial present value of accumu-
lated plan benefits is presented. 
Benefit security 
The plan's present and future ability to pay benefits when due. 
Benefits 
Payments to which participants may be entitled under a pen-
sion plan, including pension benefits, disability benefits, death 
benefits, and benefits due on termination of employment. 
Contract value 
The value of an unallocated contract that is determined by the 
insurance company in accordance with the terms of the 
contract. 
Contributory plan 
A pension plan under which participants bear part of the cost. 
Defined benefit pension plan 
A pension plan that specifies a determinable pension benefit, 
usually based on factors such as age, years of service, and 
salary. Even though a plan may be funded pursuant to peri-
odic agreements that specify a fixed rate of employer contri-
butions (for example, a collectively bargained multiemployer 
plan), such a plan may nevertheless be a defined benefit pen-
sion plan as that term is used in this Statement. For example, 
if the plan prescribes a scale of benefits and experience in-
dicates or it is expected that employer contributions are or 
will be periodically adjusted to enable such stated benefits to 
be maintained, this Statement considers such a plan to be a 
defined benefit pension plan. Further, a plan that is subject 
to ERISA and considered to be a defined benefit pension plan 
under the Act is a defined benefit pension plan for purposes 
of applying this Statement. 
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Employee 
A person who has rendered or is presently rendering service. 
ERISA 
The Employee Retirement Income Security Act of 1974. 
ERISA plan 
A plan that is subject to ERISA. 
Funding agency 
An organization or individual, such as a specific corporate or 
individual trustee or an insurance company, that provides 
facilities for the accumulation of assets to be used for paying 
benefits under a pension plan; an organization, such as a 
specific life insurance company, that provides facilities for 
the purchase of such benefits. 
Funding policy 
The program regarding the amounts and timing of contribu-
tions by the employer(s), participants, and any other sources 
(for example, state subsidies or federal grants) to provide 
the benefits a pension plan specifies. 
General account 
An undivided fund maintained by an insurance company 
that commingles plan assets with other assets of the insur-
ance company for investment purposes. That is, funds held 
by an insurance company that are not maintained in a 
separate account are in its general account. 
Net asset information 
Information regarding the net assets available for benefits. 
Net assets available for benefits 
The difference between a plan's assets and its liabilities. For 
purposes of this definition, a plan's liabilities do not include 
participants' accumulated plan benefits. 
Noncontributory plan 
A pension plan under which participants do not make con-
tributions. 
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Nonvested benefit information 
The actuarial present value of nonvested accumulated plan 
benefits. 
Participant 
Any employee or former employee, or any member or former 
member of a trade or other employee association, or the 
beneficiaries of those individuals, for whom there are ac-
cumulated plan benefits. 
Participating contract 
An allocated contract that provides for plan participation in 
the investment performance and experience (for example, 
mortality experience) of the insurance company. 
Participation right 
A plan's right under a participating contract to receive future 
dividends from the insurance company. 
PBGC 
The Pension Benefit Guaranty Corporation. 
Pension benefits 
Periodic (usually monthly) payments made to a person who 
has retired from employment. 
Pension fund 
The assets of a pension plan held by a funding agency. 
Pension plan 
See defined benefit pension plan. 
Plan 
See defined benefit pension plan. 
Plan administrator 
The person or group of persons responsible for the content 
and issuance of a plan's financial statements in much the 
same way that management is responsible for the content 
and issuance of a business enterprise's financial statements. 
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Prior service costs 
See supplemental actuarial value. 
Reporting date 
The date as of which information regarding the net assets 
available for benefits is presented. 
Retired life fund 
That portion of the funds under an immediate participation 
guarantee contract that is designated as supporting benefit 
payments to current retirees. 
Separate account 
A special account established by an insurance company solely 
for the purpose of investing the assets of one or more plans. 
Funds in a separate account are not commingled with other 
assets of the insurance company for investment purposes. 
Service 
Periods of employment taken into consideration under a 
pension plan. 
Sponsor 
In the case of a pension plan established or maintained by 
a single employer, the employer; in the case of a plan estab-
lished or maintained by an employee organization, the em-
ployee organization; in the case of a plan established or 
maintained jointly by two or more employers or by one or 
more employers and one or more employee organizations, 
the association, committee, joint board of trustees, or other 
group of representatives of the parties who have established 
or who maintain the pension plan. 
Supplemental actuarial value 
The amount assigned under the actuarial cost method in use 
to years before a given date. 
Unallocated contract 
A contract with an insurance company under which related 
payments to the insurance company are accumulated in an 
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unallocated fund to be used to meet benefit payments when 
employees retire, either directly or through the purchase of 
annuities. Funds in an unallocated contract may also be 
withdrawn and otherwise invested. 
Vested benefit information 
The actuarial present value of vested accumulated plan 
benefits. 
Vested benefits 
Benefits that are not contingent on an employee's future 
service. 
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